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An unsolved problem in regulation 


H™ is a timely question in practical economics that threatens to 
affect the ratepayer, the taxpayer, and the stockholder, as well as 


the employee himself—until 
ice corporations 
state Commerce 


of a railroad must be charged against the stockholder. 


et together and find the right answer. 
ommission has already ruled that the pension system 


the regulatory bodies and the public serv- 


The Inter- 
Will that 


precedent be followed by the State Commissions in the case of the 
public utilities? 


By HERBERT COREY 


HEN I first knew Pat Dugan 

W\ he had the three prettiest 
daughters in the Middle 

West, a little house with some grape- 
vines in the backyard, and a good job 
on the section at one dollar and a 
quarter a day. When he retired he 
had a modest competence. If I knew 
how he managed it I would write a 
book, for Jonah and the Whale are 
@ small-time act compared to What 
Dugan Did. Nowadays he sits under 
his grapevine and enjoys the modest 


pension which the railroad pays him. 

“That pension may stop some day, 
Pat,” I said to him. “The railroad 
cannot afford to go on paying it, I’m 
afraid.” 

Mr. 
pipe. 

“Ye’re a liar,” said he. 

But I am not. That is the situa- 
tion which sixty-six of the Class I 
roads are facing today. The lesser 
roads are not fretted because few of 
them pay pensions. The retifement 


Dugan briefly removed his 


323 





PUBLIC UTILITIES FORTNIGHTLY 


pay plans which one million and a 
quarter of the one million and three 
quarters employees on the Class I 
roads have looked to for added com- 
forts in their age are shaky. They 
may go on functioning as is for ten 
years, twenty years, thirty years. 
Who knows? 

But unless some move is made 
toward salvation they will founder 
ultimately. That is sure as eggs is 


eggs. 


Bee is an alarmist statement. Of 
course. It is written that way 
of a.purpose. It is my hope to arouse 
interest in a set of facts. At present 
these facts are siphoning from one to 
two per cent of the total payrolls of 
the railroads out of their treasuries. 

They will siphon more as time goes 
on. No one knows how much. No 
one has ever been able to determine 
definitely what will be the relation of 
pension costs to payroll at the ulti- 
mate peak. 

They are a direct threat to railroad 
stock values and dividends because 
these facts are not being handled in 
accordance with ordinary principles 
of economy at present. They are po- 
tentially ruinous to the roads. The 
day of that ruin is a long way off, of 
course. So is the Day of Judgment. 

A ruling by the Interstate Com- 
merce Commission is held partly 
responsible for this uneconomic meth- 
od of the present. 

Yet these facts involve the com- 
fort and happiness of thousands of 
men and women. Many economists 
hold that the pensions paid by indus- 
try: today are in effect the deferred 
payment of wages long since earned. 
Such critics would hold that the cessa- 


tion of pension payments would be 
the violating of an accepted contract, 
with all its repercussions of strife and 
demagoguery and tub-thumping. 


) geen these statements are exag- 
gerated. Probably they are. [ 
hope so. Some one may come along 
to save us. We go on from miracle 
to miracle in this country. Just when 
the old folks are packing up the 
dagueérrotypes and log cabin quilts to 
move out to the poorhouse a city 
slicker strikes oil in the back forty. 
The presumption is that he always 
will. 

We forget about the old folks who 
did not strike oil and who completed 
their moving. Over the. Hills to the 
Poorhouse has not been on a com- 
munal singing program for more than 
thirty years. We are nationally that 
way. 

Let us assume that I am not justi- 
fied in these tearful views. I hope 
that I am wrong. Something may 
happen to save the pensions which are 
now being paid to perhaps 100,000 


-Superannuated workingmen in this 


country at a cost of approximately 
$50,000,000 to save them in part, at 
least. Nothing more cruel could be 
imagined than the enforced with- 
drawal of their little pensions from 
these old men. Such a withdrawal 
would be fought to the last moment 
by the responsible heads of industry 
if for no other reason than the selfish 
one that it would certainly salvage 
their relations with labor and some 
elements of politics. 

But while assuming that I am 
wrong, in order to retain the proper 
American attitude of bland-eyed op- 
timism, let us consider the facts. 
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| ee convenience sake the pension 
entanglements in which the rail- 
roads are caught will be considered. 
It must be noted, however, that if 
they are in the frying pan other pub- 
lic utility industries are in the fire. 
If the railroads may not pay for the 
pension liabilities already accrued 
out of current income— 

The Interstate Commerce Commis- 
sion rules that such liabilities must be 
paid for by the stockholders. Out of 
the stockholders’ pockets. I am aware 
that the form in which this statement 
is made is open to challenge, but pres: 
ently we shall see— 

Then the stockholders in industry 
must also pay. The Interstate Com- 
merce Commission says in effect that 
these accrued liabilities are back debts 
which should have been discharged 
when they came due, and that the 
public of the future must not be sad- 
dled with their payment. 


- governing facts are not great- 
ly different whether the payer of 
pensions is a railroad or a flat-iron 
founder. A rare few private pension 
systems in the United States are on a 
sound economic basis. Some of the 
public utilities’ systems might be put 
on a sound economic basis but for 
this ruling of the I. C. C. Yet it is 
difficult to quarrel with it. The I. C. 
C. takes the position, as it seems to 


me, that pensions are, in effect, de- 
ferred pay. warts 
In which case I, buying my ticket 
today on the Lake Huron and Missis- 
sippi, do not want to pay an extra fare 
to clean up that wage that should have 
been paid when my father took the 
L. H. & M. on his wedding trip. The 
authorities of the Income Tax Bureau 
would agree with the I. C. C. on this, 
I am sure. The inspired smellers- 
out of tax sources would not permit 
the Dogtown Iron Works to escape 
a tax that could be collected against 
the Lake Huron and Mississippi. If 
the railroad may not charge its bur- 
den of accrued pensions against oper- 
ating costs, as it does its burden of 
accrued debt for Oregon pine, then 
neither could the Dogtown folks. 
The conclusion is that most indus- 
trial pension systems in the United 
States are on shaky foundations, with 
the exception of those established by 
the few great companies whose profits 
are so enormous that pension costs 
are an almost inconsiderable fraction. 


HE argument follows. I sincere- 

ly hope that it can be shown that 
Iam wrong. Iam fond of Pat Dugan. 
“Tt is not too much to say that 
bankruptcy, either actual or construc- 
tive, has been the common fate of 
pension plans. This is especially true 
in public service,’ wrote Luther 


(pensions) liabilities must be paid for by the stockholders. 


q “Tue Interstate Commerce Commission rules that such 


Out of the stockholders’ pockets. 


The Inter- 


state Commerce Commission says, in effect, that these 
accrued liabilities are back debts which should have been 
discharged when they came due, and that the public 
of the future must not be saddled with their payment.” 
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Conant in his “Critical Analysis.” 
“Most of the private systems have 
been in operation too short a time to 
test their soundness but the financial 
stability of many is exceedingly 
doubtful.” 

I asked Mary Conyngton, the in- 
dustrial pension expert of the U. S. 
Bureau of Labor Statistics, whether 
this pessimistic forecast had been jus- 
tified by events. I wanted to know 
whether any industrial organizations 
had passed or materially altered their 
pension plans lately. 

“Yes,” she said, “I do not know 
how many. They do not report such 
action to the Bureau. Naturally, they 
do not care for advertising that can 
be avoided.” 

“What was the reason why such 
action was taker?” 

“There is only one reason,” said 
she. “The lack of money.” 

Note that this lack of money has 
nothing, so far as I know, to do with 
whatever business depression we may 
be having at this time. Of course, 
a shortage in profits would react 
against the stability of the pension 
systems. But the underlying reason 
why these systems are going p/ut is 
that they were unsoundly based. 
Mathew Woll of the American Fed- 
eration of Labor says that: 

“There are five hundred industrial 
institutions, among them the very 
strongest, which are piling up obliga- 
tions which will in the next few years 
require very large expenditures for 
which no provision is now being 
made.” 

In the 1925 report of the New 
York State Superintendent of Insur- 
ance is a parallel statement: “A large 
percentage of the existing pension sys- 


tems were established on unsound 
bases. Bitter disappointment is in 
store for prospective beneficiaries.” 


HESE pessimistic criticisms might 

be multiplied. Some one has 
noted that the total pension reserves 
of the private pension systems of this 
country would not equal two years’ 
demands upon them. The Pennsyl- 
vania Commission noted that two 
thirds of the plans surveyed in 1926 
had no funds set aside and were mak- 
ing payments out of income. “The 
costs are becoming so burdensome 
that even some of the largest and 
strongest concerns are being forced to 
alter, reduce, or abolish their pension 
plans.” 

The Industrial Relations Counsel- 
ors analyzed 466 plans, which covered 
4,000,000 employees, of which the 
railroads furnished 42 per cent and 
other public utilities 17 per cent. In 
the restrained and diplomatic fashion 
common to actuarial advisers—after 
reading an actuarial document one 
feels the simpler forms of expression 
are bawdy and profane—an emphatic 
warning was given the financial of- 
ficers of pension-paying institutions. 
Read it. Then translate it into your 
own words: 

“The question has been raised 
whether the balance sheet of a con- 
cern having a pension system in oper- 
ation is correctly stated unless the ac- 
crued pension liability is stated with 
whatever accuracy is obtainable.” 

That seems to mean to me that a 
balance sheet has been slightly cooked 
if the pension liability is omitted. 
Now let me raise a collateral question: 

“How many concerns having pen- 
sion systems in operation state in their 
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A Commission Warning against the Payment of 
Pensions Out of Revenue 


ye critic of our pension systems, so far as I know, 
has pointed out the inevitable danger into which 
the pension paying organizations are running if they con- 


tinue to pay pensions out of revenue. 


Various pension 


plans have been offered, of course, but I do not think that 
a single responsible critic has ever offered one in which 
the principle of funding was not approved. 


“Then why do not the railroads fund? 


“Because the Interstate Commerce Commission will only 
permit that funding on terms which the railroads have 


utterly rejected.” 





balance sheets the accrued liability for 
pensions? Have any so stated? 

“Then what is wrong with their 
picture ?”” 


hes reason underlying this 
gloomy view of the industrial 
pension situation is a simple one. 
Those who established the pensions 
did not think far enough ahead. 
That’s all. They were moved by— 
well, by whatever motives you please; 
humanitarian or selfish; by a desire 
to get more and better work for their 
dollar or by a kindly wish to make 
the declining years of their super- 
annuated employees somewhat hap- 
pier ; the motives are not under exam- 
ination at this moment. It is not why 
they did it but what they did that 
interests us. 

They did not realize that the 
growth of a list of pensioners makes 
that of Jonah’s gourd resemble that 
of a petrified tree. The future was 
not merely a sealed book to them. 
The book had been buried under the 


old mill. They were long on sweet- 
ness and light and short on mathe- 
matics. As the special committee of 
the Merchants’ Association of New 
York put it: 


“The somewhat unfortunate ex- 
perience in the United. States has 
been due to the superficial character 
of the investigation which has pre- 
ceded most pension plans 
by persons unaware of the funda- 
mental questions involved. Patent 
fallacies endlessly perpetuated them- 
selves.” 


| would not be fair to select a few 
utilities to furnish points for this 
moral and let others equally unfortu- 


nate and inept go unnamed. If the 
organizations referred to are anony- 
mous, however, the figures may be 
accepted as reliable. They show the 
ungodly fashion in which a pension 
plan whoops it up after it has once 
been started. As a general rule the 
workman is permitted to retire at 
sixty or sixty-five years of age. It 
is usually required that he shall have 
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put in twenty-five years’ service. If 
he has dropped too far below his par 
of usefulness the company ordinarily 
does retire him at that age. His re- 
tirement is usually compulsory when 
he reaches sixty-five. The pension is 
usually a percentage of the average 
salary paid him in the last ten years 
of his active life multiplied by his 
years of service. The Bureau of La- 
bor Statistics states that it rarely goes 
below $25 a month in practice. 

“One might say that no two plans 
are alike,” I was told in the Bureau 
of Accounts of the Interstate Com- 
merce Commission. “They resemble 
each other on one point only. No 
man may stay on the payroll after he 
has reached seventy.” 

One of the smaller companies be- 
gan with an initial payment of $37,- 
031 for the first year’s pensions. 
There is no evidence at hand that the 
company made more than a normal 
growth, but at the end of the twelfth 
year the annual pension cost had be- 
come $199,100. The experience of 
this company is selected because it is 
a more than usually pertinent illustra- 
tion. 


a the age of sixty-five, which is 
the year at which this company 
retired its men after twenty-five 
years’ service, the expectancy of life 
is twelve years. It may be assumed, 
then, that at the end of the twelfth 
year of its pension plan nearly all 
the pensioners it began with were 
still hearty on the rolls, and that 
others had been added on each of the 
intervening years. By this time its 
original pension cost had _ been 
multiplied more than five times and 
it had thirteen years to go before 


its theoretic peak would be reached. 

Its theoretic peak. As a matter of 
fact actuarial experience has shown 
that the peak is sometimes not reached 
for forty years. One of the great 
railroad systems reports that its pen- 
sioners increased at the rate of 6.7 
per cent annually for forty-three 
years, 


NOTHER huge railroad system be- 
gan to pay pensions in a mod- 
erately small way in 1900. In that 
year its disbursements were $235,174, 
which was .5 per cent of the payroll. 
In its thirtieth year the disburse- 
ments had reached the staggering sum 
of $6,665,000 and the personnel had 
increased from 85,000 to an estimated 
200,000. Five tenths of one per cent 
of the payroll paid the first year’s pen- 
sions, but it required 1.92 per cent 
of the payroll of $388,000,000 to pay 
the thirtieth pension. 

We are approaching the sore cen- 
ter of this article. As that system 
grew—and as every system grows, 
and growth should be the normal state 
of American business—each year an 
increasing list of pensioners come on 
the rolls. If this company does not 
reach the peak of its pension roll for 
forty-three years, as was the case 
with one of its great rivals, its pen- 
sion liability will continue to grow 
for thirteen years to come. [If its ex- 
pansion has been greater during its 
term of pension payment than the 
rival referred to, then the curve of its 
pension payments must rise higher 
and be projected farther into the fu- 
ture. That is elementary. 

It is not possible to say what part 
of the annual payroll would then be 


(Continued on page 330) 
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Railways that Have Pension Plans 
Adopted 


Atchison, Topeka & Santa Fe 

Atlantic Coast Line Railroad Company 

Baltimore and Ohio Railroad Company 

Buffalo, Rochester & Pittsburgh Railway Company 

Canadian National Railway Company 

Canadian Pacific Railway Company 

Central of Georgia Railway Company (subsidiary of Illinois Cen- 
tral, with separate plan) 

Chicago & Northwestern Railway Compan 

Chicago, Burlington & Quincy Railroad Company 

Chicago, Rock Island & Pacific Railway Company 

Chicago, St. Paul, Minneapolis & Omaha Ry. Co. (subsidiary of 
Chicago & Northwestern Ry. Co., with separate plan) 

Colorado & Southern Railway Co. (subsidiary of C. B. & Q., with 
separate plan) 

Delaware & Hudson Company 

Delaware, Lackawanna & Western Railroad Co. ..............++-. 

Denver & Rio Grande Western Railroad Co. ................0000- 

Florida East Coast Railway Company 

Fort Worth & Denver City Railway Co. (subsidiary of C. B. & 
Q., with separate plan) 

Great Northern Railway Company 

Illinois Central Railroad Company 


Lake Superior & Ishpeming Railroad Company 

Minneapolis, St. Paul & Sault Ste Marie Railway Co. (subsidiary 
of Canadian Pacific with separate plan) 

i Se a eee eee 

Nashville, Chattanooga & St. Louis Railway Co. (subsidiary of L. 
& N., which has no formal plan) 

New York Central Railroad Company 

New York, Chicago & St. Louis Railroad Co. .............0eeeee- 

Norfolk & Western Railway Company 

Northern Pacific Railway Company 

North Western Pacific Railroad Company 

Pennsylvania Railroad Company 

Reading Company 

Richmond, Fredericksburg & Potomac Railroad Company 

St. Louis & San Francisco Railway Company 

Southern Pacific Company 


Spokane, Portland & Seattle Railway Company 

Terminal Railway Association of St. Louis 

Texas Pacific Railway Company (subsidiary of Missouri Pacific, 
_With separate plan) 

Union Pacific Railroad Company 


Amended 
1911, 1912 


1926 
1912, 1921 
1923 
1922 


1923 
1919 
1926 


1910, 1915 
1912 
1927 


1920, 1927 
1902-8-9-12-16- 
17-20 


1914 
1920, 1922, 1925 
1902, 1911, 1926 


1913, 1918 
1906 -8 - 10 - 12- 
| cates 
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seized for pension purposes. We 
know that 1.92 per cent is ear-marked 
now, but actuaries are but human. 
They refuse to peer too deeply into 
the future. Conditions are forever 
changing. As the Merchants Com- 
mittee of New York said: 

“No lucky event ever comes to the 
rescue of a pension plan.” 

George King, one of the leading 
actuaries of Great Britain, said in a 
Treasury inquiry: 

“Actuaries cannot predict with ac- 
curacy. The calculations of these 
eminent gentlemen were altogether 
stultified and there was a large de- 
ficiency in the fund.” 

But it is recognized that the ac- 
crued liability of this system for pen- 
sions runs into many millions. 


’ | ‘HE “accrued liability” is the pen- 


sion credit built up by the work- 
ers during their years of service. 

I am debarred from stating the pre- 
cise total of the accrued liability for 
the system in question. Every other 
railway system, of course, is in pre- 
cisely the same position, modified by 
the factors of magnitude and by the 
age and conditions of the pension 
fund. Every road, so far as I can 
ascertain, has held fast to the so- 
called “discretionary” pension plan. 

Put in a nut shell, that means that 
each road can, if compelled by condi- 
tions, reduce the amount of pensions 
paid, alter the conditions to make 
the attainment of a pension more 
difficult, or even scrap the entire 
plan. 

That is the factor of safety for the 
railroad. It may be asserted vigor- 
ously that no railroad will do any- 
thing of the sort unless compelled. 


But it is the merest common sense to 
point out that no board of directors 
would commit themselves to the un- 
alterable payment of a pension plan 
which might, as its curve reached into 
the future, conceivably eat up every 
dollar of profit that road might make. 
No management could properly com- 
mit itself to a ruinous drain. Each 
management must retain the option 
of trimming its sails to suit the finan- 
cial wind. 

It is precisely that freedom of ac- 
tion which the Interstate Commerce 
Commission demands that each road 
surrender in return for the privilege 
of establishing a sane _ funding 
plan. 


8 rome the rulings of the I. C. C. 
the current cost of pensions may 
be charged against operating ex- 
penses. So far as this goes it is ac- 
ceptable to the railroads. As an au- 
thority has stated, “the fact that a 
substantial proportion of the net in- 
come of the railroads must be paid 
out in taxes makes it imperative that 
the net income be only stated after 
recognizing known liabilities.” 

But the continued payment of pen- 
sion costs out of operating income is 
not regarded as economically desira- 
ble. It has been shown that the ratio 
of pension costs to payroll has a ten- 
dency to mount steadily. The mount 
ing continues even in years in which 
the operating revenue falls off. The 
ideal method, according to a recog- 
nized authority, is to fund the pen- 
sion indebtedness. If the railroads 
were permitted to act in accordance 
with what seems to them the plain 
facts of the situation this would be 
done. They would: 
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First, make an appropriate pro- 
vision to take up accrued liability on 
account of past service ; 

Second, set aside from the revenues 
as earned, during the life of an em- 
ployee, a sum _ representing the 
amount which, with compound inter- 
est, would be sufficient to meet the 
pension when due. 

This is a sufficiently well-known 
principle. Every man who has taken 
out a dollar’s worth of life insurance 
has purchased it from a company 
which operates on that plan. 

Let us see how that plan would 
work if the I. C. C. permitted it to 
work. 


* large system has an accrued 
pension liability on account of 
men already retired of $55,000,000. 
In thirty years it has paid out of reve- 
nues for pensions the sum of $65.- 
000,000. If it had funded its pen- 
sion plan thirty years ago by setting 
aside one per cent of its annual pay- 
roll it would have paid out $72,000,- 
000. 

This is $7,000,000 more than it has 
actually paid out, it istrue. But— 

A backlog of $50,000,000 would 
have been built up. This would 
have reduced the net cost of pensions 
to $22,000,000. More than that— 

The present liability for accrued 
pensions amounting to $55,000,000 


would have been completely wiped 
out. And— 

There would be a present saving of 
more than $3,000,000 each year. 


N°? one, so far as I know, has ever 
attacked the wisdom of such a 
funding plan. Every critic of our 
pension systems, so far as I know, has 
pointed out the inevitable danger into 
which the pension paying organiza- 
tions are running if they continue to 
pay pensions out of revenue. Various 
pension plans have been offered, of 
course, but I do not think that a sin- 
gle responsible critic has ever offered 
one in which the principle of funding 
was not approved. 

Then why do not the railroads 
fund? 

Because the I. C. C. will only per- 
mit that funding on terms which the 
railroads have utterly rejected. It is 
reasonably certain that they will con- 
tinue to reject them. It is more than 
probable that in time to come the cost 
of paying pensions out of operating 
revenues will become so exorbitant 
that the railroads will make use of 
their discretionary escape clause. 

They will abolish the pension plans. 
Or they will so alter the conditions 
that the pensions will be next thing 
to unattainable. Or they will whit- 
tle down the amounts to be paid. 


(Continued on page 334) 


to the so-called ‘discretionary pension plan. Put in a 


q “Every railroad, so far as I can ascertain, has held fast 


nut shell, that means that each road can, if compelled 
by conditions, reduce the amount of pensions paid, alter 
the conditions to make the attainment of a pension more 


difficult, or even scrap the entire plan. 


of safety for the railroad.” 
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Public Utilities Other than Railroads that 
Have Pension Plans 


Te following list gives 57 public utilities, 
other than railroads, which maintain formal 
pension plans. Of these, 51 are noncontributory, 
4 are contributory, while in two cases the utilities 
maintain two systems, one contributory and one 
not. In these two instances the basic arrange- 
ment is an all-inclusive noncontributory pension 
system, but a contributory plan is also provided 
for employees who wish to make additional pen- 
sion provisions. 


NONCONTRIBUTORY 
Established Amended 


Electric Railways, Heat, Light and Power Companies: 
Adirondack Power & Light Corporation and _ subsidiaries, 
Schenectady, N. Y. 
American Electric Power Co. and subsidiaries, New York, N. Y. 
Bangor Hydro-Electric Co., Bangor, Me. 
Boston Consolidated Gas Co., Boston, Mass. ..................-- 
Boston Elevated Railway, Boston, Mass. .................e000- 1921, 1922 
Brooklyn Edison Co., Inc., Brooklyn, N. Y. .............0.-0005 1913, 1921 
Brooklyn-Manhattan Transit Corp., Brooklyn, N. Y. ........... 1914 
Buffalo General Electric Co., Buffalo, N. Y. .............+2000- 
Commonwealth Edison Co., Chicago, Ill. ...............--e00-- 1927 
Consolidated Gas Co. of New York and subsidiaries, New York, 


1920, 1926 


land, Me. 
Des Moines City Railway Co., Des Moines, Iowa 
Duluth Street Railway Co., Duluth, Minn. ..................... 
Eastern Massachusetts Street Railway Co., Boston, Mass. ....... 
Edison Electric Illuminating Co. of Boston, Boston, Mass. ...... 
Interborough Rapid Transit Co., New York, N. Y. ............. 
Kansas City Public Service Co., Kansas City, Mo. .............. 
ee Gee RANE GO, CE, EU, BEG coc cecscccccccccsssesencs 
Lehigh Valley Transit Co. and Lehigh Valley Light & Power Co., 

ie cain cali hiatal Bekker dine make edb nme 1913 
Los Angeles Gas & Electric Corporation, Los Angeles, Calif. .... 1917 
Louisville Railways Co. & Subsidiaries, Louisville, Ky. ......... 1905 
Middle West Utilities Co. and subsidiaries, Chicago, Ill. ........ 1924 
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Midland Utilities Co., Chicago, Ill. 
Montreal Light, Heat & Power Co. and subsidiaries, Montreal, 


da 

Nashville Railway & Light Co., Nashville, Tenn. ............... 

National Transit Co., Oil City, Pa. 

Nevada-California Electric Corporation, Denver, Colorado 

New Bedford Gas & Edison Light Co., New Bedford, Mass. 

New York Edison Co., New York, N. Y. 

New York Railway Corporation, New York, N. Y. ............. 

Niagara Falls Power Company, Niagara Falls, N. Y. ........... 

Northern Indiana Public Service Co., Hammond, Ind. 

Omaha & Council Bluffs Street Railway Co. and subsidiaries, 
Omaha, Neb. 

Pacific Gas & Electric Co. and subsidiaries, San Francisco 

People’s Gas Light & Coke Co. and subsidiaries, Chicago, Ill. ... 

Philadelphia Electric Co., Philadelphia, Pa. ................4.-- 

Public ta Co. of Northern Illinois and subsidiaries, Chi- 
cago, Ill. 

San F — Terminal Railways and subsidiaries, Oak- 
land, Cal. 

Southern California Edison Co. and subsidiaries, Los Angeles ... 

Tenney, Chas. H. & Co., and subsidiaries, Boston, Mass. 

Tonawanda Power Co., North Tonawanda, N. Y. 

Twin City Rapid Transit Co. and three subsidiaries, Minneapolis, 
Minn. 

Union Street Railway Co. and subsidiaries, New Bedford, Mass. 

United Electric Railways Co., Providence, R. I 

United Railways & Electric Co. and subsidiaries, Baltimore, Md. 

Washington Railway & Electric Co. and subsidiaries, Washing- 
ton, D. C. 1925 

Worcester Gas Light Co., 1923 


Cable, Telephone and Telegraph C iipnieet 
American Telephone & Telegraph Co. and subsidiaries, New 
York, N. Y. 1914, 1920, 1927 
Bell Telephone Co. of Canada, Montreal, Canada 1918, 1921, 1925 
Maritime Telegraph & Telephone Co., Ltd., and subsidiaries, 
Halifax, N. S. 
Western Union Telegraph Co., New York, N. 
z 
ConTRIBUTORY PLANS 
Electric Railways, Heat, Light and Power Companies: 
Indianapolis Street Railway Co., Indianapolis, Ind. ............. 
Midway Gas Company, Los Angeles, California 
Puget Sound Power and Light Co., Seattle, Washington 
Southern California Gas Co., Los Angeles, California 
2 
ComposiTe PLANS 


All America Cables, Inc., New York, N. Y. 
Radio Corporation of America, New York, N. Y.............--- 
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S by conditions imposed by the I. 
C. C. upon railroads desirous of 
funding their pension plans are three: 

“The ultimate payment of a pen- 
sion to the worker must be a part of 
his contract with his employer—pro- 
vided that the employee has complied 
with the eligibility requirements of 
the pension plan. 

“Upon the adoption of a funding 
plan the roads must charge the cost 
of pensions to employees retired be- 
fore the plan goes into effect to Profit 
and Loss. 

“That only the cost of funding 
those placed on pension after the date 
of entering upon the funding plan 
may be charged to operating ex- 


HESE conditions seem to me to 
mean that: 

Either the roads must give up the 
measure of control over their em- 
ployees which the pension plans now 
give them or— 

They must continue the present un- 
sound and potentially destructive plan 
of paying pension costs out of reve- 
nue. 

They are legally free at present to 
discontinue the pension plans in toto; 
to throw them away, lock, stock, and 
barrel. The I. C. C. insists that for 
the privilege of continuing to pension 
their employees they resign, at least 
in part, the privilege of running their 
own railroads. This is not an attempt 
to present an argument for either side, 
but it seems obvious that an employee 
who does not feel that his pension will 
be endangered if he goes on strike 
will be much more free to strike when 
a controversy arises. Neither the rail- 
road management nor the union labor 


side will challenge that statement. 

That the roads will not assent to 
the first condition may be taken for 
granted. It is true that employers 
have referred to pensions as “boun- 
ties” or “gratuities.” The implica- 
tion is that the grantors have been 
moved by humanitarian motives only. 
In this light a pension is essentially 
a charity. No doubt many mana- 
gerial hearts are kind, but in sober 
truth it may be accepted that pensions 
are granted because of the control the 
employer thus secures upon the acts 
and words of the employee. 


oe I. C. C. and the Income Tax 
Bureau authorities do not per- 
mit the cost of pensions to be deducted 
from operating expenses because they 
are charities. 

They are recognized as a means of 
promoting the efficiency and the loy- 
alty of the employed force. This is 
brought out very clearly in almost 
every pension plan. Pensions may be 
refused or withdrawn or decreased 
for acts prejudicial to the interests of 
the grantor. They are, therefore, be- 
ing paid out in return for benefits 
rendered or to come. Some railroads 
preserve the right to compel their pen- 
sioners to act as strikebreakers if 
called upon, on penalty of voiding the 
pensions paid. 

If the railroads think this measure 
of control has been worth the millions 
of dollars paid for it, it hardly seems 
probable that they will surrender it 
on call. It would be much simpler to 
surrender the pension plan. 

“The cost of the pensions accrued 
before the funding plan goes into ef- 
fect”—rules the I. C. C._—“must be 
charged to Profit and Loss.” 
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— and Loss is only another 
name for the stockholder’s pocket- 
book. 

If there is an earned surplus the 
stockholder gets a dividend. If there 
isa deficit he may get a receiver. The 
cost of pensions which might accrue 
after the funding plan goes into ef- 
fect might, conceivably, be made up 
by an increase in operating rates, the 
weather and the I. C. C. permitting. 
This is possible. The imagination 
will stretch sufficiently to visualize it. 
But if the cost of the already-accrued 
is to be taken from profit and loss it 
will come from the pocket of the 
stockholder. 

Mark this: 

The men already retired and on 
pension must be cared for out of the 
Profit and Loss fund—or the stock- 
holder’s pocket—according to this 
tuling of the I. C. C. And that 
means every man who is on a pension 
fund today. One railroad system 
paid out $6,665,000 last year for 
current pensions. How many million 
dollars must be taken from the 
pockets of the stockholders of that 
railroad system alone if that ruling 
were to be accepted? Then think of 
the other stockholders in the other 
roads! 


7.7 the I. C. C. asks that the 
railroads give up whatever meas- 
ure of control the pension system now 
gives them over past and present em- 
ployees— 

And pay for that surrender by 
turning over a sum which would stag- 
ger the first two greatest governments 
of the world. 

Yet the I. C. C. defends its posi- 


tion logically. At its Bureau of Ac- 
counts I was told that: 

“We only ask that the money which 
is taken from the pockets of the pub- 
lic and ear-marked for a pension for 
John Smith shall go to John Smith. 
Not to any one else.”’ 

I can find no quarrel with that. It 
does seem fair to me that a man who 
has worked for twenty-four years for 
one railroad should be given a pen- 
sion when he retires, if his neighbor 
who has worked for twenty-five years 
gets one. But to make him sure of 
that pension the I. C. C. says that 
John Smith shall have a contract with 
the railroad and the railroad says he 
shall not. 

And that’s that! 


A> likewise, if the stockholders 
owe John Smith money for his 
twenty-five years of work they must 
pay for it out of their own pockets, 
says the I. C. C., and not take it from 
the pockets of the public which shall 
begin riding in this year of our Lord. 

That has a convincing sound to me, 
too. I’m sorry, honestly. But stated 
that way it seems only fair. Except 
that the stockholders say they will not 
pay. If they are bothered too much 
about this thing, they will tear up the 
pension plans altogether. 

That’s that, too. 

Years ago the old Times-Herald of 
Chicago printed this pithy editorial 
one morning: 


“Yesterday the Democrats nomi- 
nated Mr. Blink for mayor. 

“The Republicans have nominated 
Mr. Bluff. 

“The Times-Herald takes to the 
woods.” 
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Why Service-at-Cost Agreements 
Do Not Stifle Competition 


H ERE is a shrewd appraisal as well as a clear explanation of this 
feature of regulation which daily seems to assume more im- 
portance. The author’s conclusions are favorable to the service-at-cost 
contract. Mr. Jackson takes issue with Professor Cabot’s objection 
to the service-at-cost contract on the ground that it stifles initiative. 
He presents some interesting studies of two Massachusetts railways 
having such contracts that seem to show that these utilities are actually 
setting the pace rather than keeping up with it with regard to transit 
development. 


By WALTER JACKSON 


, i “HE term “service-at-cost” is one 
of the most unhappy phrases 
ever devised. It sounds so al- 

truistic that a lot of explaining is nec- 
essary to clear up the fact that most 
of these agreements grant little ex- 
cept a more flexible fare scale than 
theretofore. 

Under ordinary circumstances, a 
street railway faced by insufficient 
revenue is compelled to go through 
lengthy fare hearings each time with 
perhaps a costly valuation proceeding 
thrown in for further expense and de- 
lay. By the time the petitioner gets 
half of the loaf he asked for, the situ- 
ation has changed materially—and 
generally for the worse. 

Under most of the service-at-cost 
agreements, the vexed valuation ques- 
tion and rate of return are not sub- 
ject to such dilatory proceedings. 
These matters are already in the con- 
tract; and provision may also exist 
for procedure as to additions to valua- 
tion and permissible cost of new mon- 
ies. 


Contrary to the general impression, 
the municipality does not guarantee 
that the railway will get the permitted 
rate of return on the agreed valuation. 
What it generally does is to set up a 
fare ladder and a fare stabilization 
fund. The railway is allowed to vary 
its charges up or down within the 
range of these fares according to the 
amount in the stabilization fund. 

To date the maximum fare so per- 
mitted is 10 cents. No urban trans- 
portation operators are thinking se- 
riously of higher fares than that, and 
most of them realize that the 10-cent 
fare has to be tempered by special 
wholesaling rates. 


W = moves the writer to stress 
the foregoing facts about serv- 
ice-at-cost agreements at this time is 
a rather broad statement made by 
Philip Cabot, Professor of Public 
Utility Management at Harvard Uni- 
versity in his paper on “Competition 
and Rate Making,” before the Amer- 
ican Electric Railway Transportation 
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and Traffic Association’s 1929 con- 
vention, October 2nd. 

In the course of a splendid paper 
which enunciated the proposition that 
selling price determines cost rather 
than the reverse, Professor Cabot ad- 
verted to service-at-cost franchises. 
In his opinion, such franchises tended 
to stifle progress and initiative. 

Now the results of service-at-cost 
franchises are often so contrary to 
this assumption, that it may well be 
asked : 

What basis is there for the implica- 
tion that the service-at-cost operator 
is sheltered from the storms of eco- 
nomic change? 


0’ all the service-at-cost agree- 
ments known to the writer, the 
only one that really guarantees some- 
thing is that of the Boston Elevated 
Railway. This agreement, effective 
July 1, 1918, for ten years, empow- 
ered trustees appointed by the state to 
charge such fares as would pay the 
cost of service. By “cost of service” 
was understood the payment of all 
operating expenses and rentals, the 
setting up of proper depreciation and 
arate of return to the stockholders 
of 5 per cent for the first two years, 
54 per cent for the next two years, 
and 6 per cent for the remaining six 
years. These were the rates on par 
value, but the actual rates of return 
were: 4.74, 5.15, and 5.55 per cent. 

Under the Boston Elevated service- 
at-cost act, the trustees not only had 
the right to charge any fare they saw 
fit, but the further right to meet def- 
icits through assessments against the 
communities served. The inaugural 
effort to operate with 5-cent, 7-cent, 
and 8-cent fares in the first year led 


to a deficit of $5,415,500. Of this 
amount, $3,980,151 was met by as- 
sessments; or, as the British say, by 
“going upon the rates.” 

This situation compelled the trus- 
tees to go to a straight 10-cent fare 
July 10, 1919. By December, the 
revenues were sufficient to meet the 
cost of service. 

Now in this one case where divi- 
dends are guaranteed has there been 
any lack of initiative and enterprise? 
Let us examine the following evi- 
dence before answering. 


Fyre the management was 
compelled to charge 10 cents to 
make both ends meet, it was quick to 
recognize the fact that short-haul rid- 
ers at lower rates are more profitable 
than no such riders at all at 10 cents. 
As early as 1921, it began to estab- 
lish short-haul fares wherever feas- 
ible. These have been added to year 
after year until 1929 showed 2,612, 
980 patrons at 5 cents, 56,272,366, at 
6 and 6} cents, and 6,371,689 on pu- 
pils’ 5-cent tickets. It is true that the 
great majority (288,789,514) still 
paid 10 cents, but it is also true that 
only a management with initiative and 
a sense of public service would have 
taken the trouble to develop these 
short-haul fares and the diversity of 
fare collection plans they require. 


|. me in 1921, one of the leading 
car builders was desirous of in- 
vestigating the motor-bus field. As 
the writer had already had his right 
hand in the short-haul fare study, his 
left hand was available for some pre- 
liminary surveys in the motor bus 
field. The car builder was more than 
a little dubious about the opinion of 
most managements on bus applica- 
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Here Is One Result of a Service-at-Cost Contract: 


ety a given district did not earn the cost of service at any 
practicable rate of fare, the trustees could offer the com- 
munities of the district the option of meeting the deficit out 
of taxes or of losing the service. 


“Gloucester lost its rail service in 1920 because of failure to 
meet this condition; nor was this the only proof that the trus- 


tees meant business. 
of jttneys by local action.” 


One salutary effect was the elimination 





tions. Finally, he selected Boston as 
a proving ground because there he 
found a management eager to learn 
the value of a tool then new and al- 
most wholly unknown in American 
street railway practice. Boston’s first 
bus line began operation in February, 
1922. In 1929, it was running some 
319 busses in a great diversity of serv- 
ices, including chartered coaches for 
parties. 

To one who knows what it meant 
to sell the “place of the bus” to elec- 
tric railway men in 1921, this seems 
to come under the head of initiative. 

But perhaps the greatest achieve- 
ment in connection with an ever-ex- 
tending rapid transit system was the 
change from “dinky” single cars to 
2 and 3-car train operation. Those 
not acquainted with “the Hub” may 
be reminded that the surface cars go- 
ing downtown usually enter long and 
costly subways. The rentals of these 
city-owned subways would have been 
modest for New York subway train 
lengths and headways, but they were 
back-breaking for tramcars run indi- 
vidually. 

In 1929, “rent of subways, tunnels, 
and rapid transit lines” took .748 cent 
of the 9.6 cents average fare. It 


can, therefore, be appreciated what it 
has meant to be able to replace 34-seat 
single units with 48 and 62-seat cars 
in trains. The average age of the 25- 
foot cars in 1918 was seventeen and 
two-tenths years! Under the trustee 
regime, there has been a complete 
elimination of the inherited junk. 
More than 1,300 steel cars have re- 
placed 1,476 smaller vehicles. It 
would be a mighty fine thing if some 
cities without an agreement of the 
Boston type could do likewise. 

The Boston management has not 
only pioneered in short-haul fares, 
busses, and modern electric cars, but 
has been equally advanced in the edu- 
cation of personnel. Its schools have 
been a model for many others. As 
for efficiency: A smaller number of 
men are turning out more and better 
car miles than in 1917. 

Last and not least—by the end of 
1929, the tax assessments had been 
paid back, except for $1,349,333 out 
of the original $3,980,151. 


HE Boston Elevated Railway was 
singled out for the foregoing dis- 
cussion to prove that even a true 
guarantee need not extinguish initia- 
tive and progressiveness. A shorter 
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glance will now be taken at another 
service-at-cost undertaking in Massa- 
chusetts. 

This is the Eastern Massachusetts 
Street Railway, whose reorganization 
under state trustees was synchronous 
with that of Boston. The Eastern 
Massachusetts trustees were empow- 
ered to charge self-sustaining fares. 
If a given district did not earn the 
cost of service at any practicable rates 
of fare, the trustees could offer the 
communities of the district the option 
of meeting the deficit out of taxes or 
of losing the service. 

Gloucester lost its rail service in 
1920 because of failure to meet this 
condition ; nor was this the only proof 
that the trustees meant business. One 
salutary effect was the elimination of 
jitneys by local action. 

Like Boston, the Eastern Massa- 
chusetts trustees inherited a mass of 
obsolete equipment. Worse yet, there 
were hundreds of miles of track which 
were perfectly hopeless from a reve- 
nue standpoint because of lack of pop- 
ulation or the coming of the personal 
automobile. Immediate amputation of 
the gangrenous members was neces- 
sary if the patient was to remain alive. 

What has been the result of a con- 
tract which gave the management this 
freedom in subdividing the property 
into fare districts and in lopping off 
the sick limbs? 

In the period 1921-1929 the oper- 
ating revenue dropped from $11,318,- 
264 to $8,579,451 due to the automo- 
bile, long and severe depressions in 
the chief industries of the territory 
(textiles, shoes, and so forth), and 
other causes. Yet through the intro- 
duction of modern one-man car op- 
eration and most intensive adjustment 


of service, the operating expenses 
were cut so sharply that in the eleven 
years from January 1, 1919, to De- 
cember 31, 1929, it was possible to 
meet all operating expenses and in- 
terest charges, spend some $7,000,- 
000 for roadway and equipment in- 
cluding hundreds of de luxe cars, re- 
tire $10,577,150 in bonds and other 
securities and pay dividends of $6,- 
436,725. 

The management is not content to 
secure more revenue from less cus- 
tomers. The unlimited-ride weekly 
pass has been installed at Brockton, 
Lowell, Haverhill, and Lawrence, in 
addition to the earlier one-day, sys- 
tem-wide passes, which permit the 
bearer to ride over its far-flung 
system at will. 

In addition to its first-rate work 
with de luxe cars, the Eastern Massa- 
chusetts Street Railway also operates 
a great variety of motor-bus services, 
both city and cross-country. It can 
hardly be said that initiative is lack- 
ing here. 


F yr ssengers Professor Cabot may 
have given the impression that 
the service-at-cost operator is protect- 
ed against competition in some way, 
the fact is that the greater part of his 
paper is devoted to proving that the 
electric railway and busway has all 


kinds of competition. Such competi- 
tion is a far more effective regulator 
of fares than any uwkase of Public 
Service Commission or service-at-cost 
agreement. Paradoxically enough, 
the service-at-cost operator with a 
sliding scale of fares is the only one 
who has some degree of the freedom 
Professor Cabot suggests. Of course, 
this greater freedom in maneuvering 
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What a Service-at-Cost Contract Includes: 


i. ee contract does Not usually mean that the 
utility is guaranteed a specified return on an agreed val- 


uation. 
guarantee. 


Boston ts apparently the only city extending such a 


What the service-at-cost contract Dors usually do is to set 
up a fare ladder and a fare stabilization fund. The utility is 
then allowed to vary its charges up or down the ladder accord- 
ing to the amount in the stabilization fund. 





against the competitor does not mean 
that the enemy can be held harmless. 

As pointed out by Hudson R. 
Biery, director of public relations, 
Cincinnati Street Railway, in discuss- 
ing Professor Cabot’s paper, there is 
competition by substitution, even if 
the service-at-cost agreement does 
shut off jitneys or other rival opera- 
tors of mass transportation. No 
agreement in the world can prevent a 
man from using his personal car in- 
stead of bus or trolley. It is one thing 
to give the company any desired scale 
of fares; it is another to get the pub- 
lic to pay it. The ride via public car- 
rier has now become a dispensable ar- 
ticle. It is worth just as much as the 
prospect thinks—and no more. 

As the writer pointed out in the 
same discussion, competition by sub- 
stitution is not the only kind. There 
is the more subtle competition of the 
radio which keeps the family at home; 
of the telephone which can be used in 
place of face-to-face shopping or vis- 
iting ; and of the grocery or meat store 
on wheels that rolls right up to the 
customer. This is the competition of 
industry versus industry which inten- 
sifies the competition within the indus- 


try. 


So if we go down the line to look 
over service-at-cost properties which 
have even less power than the Eastern 
Massachusetts trustees to assure the 
necessary wage for capital, we will 
find that these internal and external 
forms of competition are being recog- 
nized more and more as the most ef- 
fective regulators of fares. 


6 eae the Youngstown Municipal 
(privately-owned) Railway, for 


example. It has worked under a 
great variety of fares, but has come to 
the conclusion that present conditions 
call not only for a fare schedule dif- 
ferentiated according to use of the 
service, but also for more comfortable 
cars and for greater accessibility to its 
service. Therefore, we find its 10- 
cent cash fare tempered by an 84-cent 
token and $1.50 unlimited-ride weekly 
pass ; its rolling stock replaced in part 
by smoother-running, leather-seated, 
beautifully illuminated cars; and its 
car routes supplemented by a large 
number of motor-bus routes. Wheth- 
er or not the management is progres- 
sive, may be judged from the fact that 
both in 1926 and 1930 it was awarded 
the annual Coffin medal and $1,000 by 
the American Electric Railway Asso- 
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ciation for most conspicuous service 
to the industry. 

The like award was made to the 
Pittsburgh Railways in 1925, which is 
also under an agreement limiting its 
rate of return on an agreed capitaliza- 
tion. No other city company in the 
country has made such an effort to 
build up business and popularize the 
service through diversity in fares 
based upon frequency of use (passes), 
length of ride, and character of serv- 
ice. Its special-fare coach service 
operated by a subsidiary company 
marked a new era in city transpor- 
tation through going after the “auto- 
softened” individual who will use 
only a “class” vehicle in place of 
his own motor car. At this very 
day, truly revolutionary work in 
high-acceleration, lightweight cars 
gives promise of passing on to the in- 
dustry another important aid in the 
struggle with “roll your own” trans- 
portation. There seems to be no lack 
of initiative here. 


I’ we pass on to Cincinnati, we find 
a similar program nearing fulfil- 
ment. It is apparent from the patron- 
age of the company that these efforts 
to modernize the service have not 


gone unnoticed. The only recent 
changes in fares have been downward. 
Late in 1925, the 10-cent fare was 
ameliorated by an 84-cent token. In 
November, 1926, the service was fur- 
ther popularized by adding a 25-cent 
Sunday pass. Notable in this city has 
been the co-operation of municipal of- 
ficials in helping to place all the serv- 


ice in the hands of one competent con- 
cern, whether for car or bus operation. 
Early this year, interests affiliated 
with the Cincinnati Street Railway al- 
so acquired a share in a local taxicab 
company. All of this may be said to 
come under the head of “initiative.” 


pone is one more example of 
service-at-cost undertakings that 
lead in giving modernized service for 
the money. The original service-at- 
cost agreement did not protect the 
railway against the competition of jit- 
neys. The altered agreement of July, 
1928, did grant this protection. Asa 
consequence, the Community Traction 
Company was enabled to embark on a 
most amazing expansion of its serv- 
ice, speeding up its rail lines with re- 
motored cars and developing motor 
bus operations to an unheard degree 
of usefulness. 

Perhaps, Alexander Pope was right 
after all when he wrote: 


“For modes of government let 
fools contest; 

“Whate’er is best administered is 
best.” 


Those of us who know the Cleve- 
land Railway, pioneer in the service- 
at-cost field, are aware it is doing a 
splendid transportation job with top- 
notch equipment. Take a look at its 
maintenance buildings, its track con- 
struction, its early attention to speedy 
cars, and its low fares. Service-at- 
cost has not impaired the wakefulness 
of its management. It can tell an au- 
tomobile from a buggy; and realizes 
its influence on the public carrier. 





| gr nny light is being made an integral part of modern commercial struc- 
tures, the architects using it as a means of supplementing and enhancing 
other elements in design and decoration—DrPaRTMENT OF COMMERCE. 
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Remarkable Remarks 





Martin J. INSULL 
President, Middle West 
Utilities Company. 


Joun M. Firzceratp 
Railroad man. 


T. J. Smirx 
Editor, “So The People 
May Know.” 


Dr. Lee De Forest 
Scientist and inventor. 


Frep W. Hersert 
Magazine columnist. 


P. S. ARKWRIGHT 
President, Georgia Power 
Company. 


SAMUEL UNTERMEYER 
New York attorney. 


Cot. Wa. J. Donovan 
Former Assistant Attorney 
General. 


Wurm AtHerton Du Puy 
Writer and economist. 


C. M. Ripley 
General Electric Company. 


“There cannot be a trust in a regulated industry.” 


* 


“Every railway executive, officer, and employee must 
be a self-constituted public relations agent.” 


> 


“There are many fair-minded and just men with the 
utilities but they are not in the lead.” 


* 


“Unless the evil (of broadcasting advertising) is vol- 
untarily cured we are headed straight for government 
regulation.” 

* 


“There must have been automobiles in biblical times 
for the good book says ‘Elijah ascended to Heaven on 
high.’” 

* 


“If (electric) rates are forced too low, the South will 
suffer immeasurably greater damage than the power 
companies.” 


. 


“I would compel any corporation engaging in inter- 
state commerce to get a license from the Federal Trade 
Commission before engaging in business.” 


* 


“The Federal Trade Commission should be changed 
from its present form of investigator, prosecutor, and 
judge to a body with quasi-judicial powers.” 


* 


“The Post Office has an ironclad monopoly. If you 
are going to New York and your wife gives you a letter 
to hand to her sister, you are breaking the law.” 


> 


“There are about 19 million more horsepower of elec- 
tric motors to be installed in our present factories be- 
fore they are all electric drive.” 


342 





PUBLIC UTILITIES FORTNIGHTLY 


Epwarp N. Huriey 
War-time Chairman, U. S. 
Shipping Board 


Joun T. Frynn 
Magazine. writer. 


ARTHUR BRISBANE 
Editorial writer for the Hearst 
newspapers, (in reference to the 
Texas-Chicago natural gas pipe 
line). 


Girrorp PINcHOT 
Candidate for Governor 
of Pennsylvania. 


FRANKLIN D. RoosEVELT 
Governor of New York. 


Louis WALDMAN 
Socialist Candidate for Governor 
of New York. 


NorMAN THOMAS 
Socialist. 


“If a referendum were taken tomorrow on the ques- 
tion of turning over their electrical service to political 
agencies, there is no doubt that the majority for the 
present system would be overwhelming.” 


Aa 


“Senator Reed of Pennsylvania once said openly that 
if he had his way he would wipe out the Sherman Law, 
the Interstate Commerce Commission, and the Federal 
Trade Commission to-morrow.” 


> 


“Some Chicago anarchist will probably suggest that 
since God Almighty made the gas, and the company has 
nothing to do but let it run through a pipe, it seems 
hardly necessary to make an extra charge once the pipe 
is paid for.” 


¥ 


“I am a candidate for Governor. I want to help to 
break the strangle-hold of the electric, gas, water, trol- 
ley, bus, and other monopolies on the cost of living and 
the government of this state. The fight for common 
justice against machines and monopolies is the kind of 
a fight I like.” 


> 


“We must not be led by what I hope will be the suc- 
cessful course of these particular negotiations to slacken 
our efforts to prevent by legislation improper and un- 
necessary appeals to the courts, and particularly to the 
Federal authorities, by those unwilling or unable to 
comprehend the spirit of the times.” 


* 


“The struggle for low rates to the domestic consum- 
ers as well as to the industrial and commercial users 
will continue until the public learns the simple lesson 
that electricity, being a common necessity, ought to be 
owned and distributed by public agencies for the sole 
benefit of the public.” 


5 


“Where we have had a chance at government opera- 
tion the results have been more successful than com- 
monly supposed. Government operation of railroads 
under very unfortunate limitations during the war suc- 
ceeded when private operation failed. The propaganda 
to the contrary, in so far as it doesn’t arise from de- 
liberate misrepresentation, arises from the fact that the 
government wisely preferred to pay a deficit out of 
taxes rather than to accelerate rising prices by raising 
rates. The Interstate Commerce Commission did raise 
rates for the private operators after the war.” 
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Is a Broadcasting Station 
a Public Utility? 


Radio broadcasting began about nine years ago; 

since its advent, controversy has raged as to how 

it should be classified and regulated. The ques- 
tion has yet to be settled by law. 


By ROBERT D. HEINL 


HE question whether a radio 
broadcasting corporation should 
or should not be classified as a 
public utility is one that has dis- 
turbed Congressmen, radio commis- 
sioners, and lawyers for several years. 
As yet, this problem is unsettled 
either by law or court ruling, but it 
is likely that the next radio act, 
(which is being drafted by the Sen- 
ate Committee on Interstate Com- 
merce), will settle the controversy— 
at least so far as the law is concerned. 
If the courts should later hold other- 
wise, the issue would be just about 
where it is now. 

Authoritative opinion at present is 
pretty well divided. The belief that 
radio broadcasting should come under 
public utility classification is largely 
limited to members of Congress and 
at least one radio commissioner, 
while leaders in the industry, to- 
gether with their legal counsel, think 
otherwise. 


For the purpose of giving the views 
held by some of the principals of both 
camps, I have solicited the opinions 
of a federal radio commissioner, 
several Senators, a Representative, 
the president of one of the large 
broadcasting chains, and several oth- 
ers in the industry. 


NE of the first advocates of the 

public utility theory was Judge 
Ira E. Robinson, of West Virginia, 
former chairman of the Federal 
Radio Commission. 

However, I turned to him reluc- 
tantly for an expression, because, to 
the best of my knowledge, the Judge 
has spoken. for publication just one 
time in the more than two years he 
has been on the Radio Commission. 

I was surprised, then, with the 
readiness with which he discussed the 
subject. 


“Is a radio broadcasting corpora- 
tion a public utility?” Judge Robin- 


344 





PUBLIC UTILITIES FORTNIGHTLY 


son replied, repeating the question 
put to him. “Assuredly so. What 
else could it be, out of its natural 
relation to life and the character of 
license granted to it by the public? 
Whether you look at it from the lis- 
tening end or the transmitting end, 
it is concededly a public utility. And 
in legal concept, taking many consid- 
erations into the analysis, a broad- 
casting station is a public utility at 
the transmitting end, for the use of 
the public. 

“The licensee is only a trustee for 
the public. He can be given no right 
by the license to say who shall speak 
and who shall not. The Constitution 
has an inhibition against restriction 
of the freedom of speech. Congress 
even has not the power to provide 
for me a license to talk only my own 
doctrines or those that suit my no- 
tions. 

“A wonderful evolution along this 
line will be observed as the years go 
by. Cases are arising which will 
bring the question to the forefront. 
For instance, only the other day, 
WBZ, at Springfield, Massachusetts, 
controlled the air in behalf of pro- 
hibition, denying the opposite side 
any answer. The ordinary legal 
remedies are available. Naturally, in 
time, resort will be made to them. 

“It seems that every time the 
broadcasters have a meeting, they 
resolve that their stations are not 
public utilities. The wish is merely 
father to the thought. They can no 
more change their status that way 
than I can change my color by a reso- 
lution to be black. Broadcasting sta- 
tions in the great Eternal Fitness of 
Things are just what they were meant 
to be—an opportunity for long range 
speech, the freedom of which is guar- 
anteed to every citizen. 

“Here let me quote President 
Hoover, who, with his great wisdom 
and foresight, said before the House 
Committee in 1926: 


“We cannot allow any single person 
or group to place themselves in position 
where they can censor the material which 


shall be broadcasted to the public. 
Radio communication is not to be con- 
sidered as merely a business carried on 
for private gain, for private advertise- 
ment, or for entertainment of the curious. 
It is a public concern impressed with the 
public trust and to be considered pri- 
marily from the standpoint of public 
interest to the same extent and upon the 
basis of the same general principles as 
our public utilities.’ ” 
EPRESENTATIVE E. L. Davis, of 
Tennessee, author of the much 
discussed Davis amendment to the 
radio law of 1927, cited this same ut- 
terance of the President, made while 
he was Secretary of Commerce and 
in charge of radio, in expressing his 
views that a broadcasting corporation 
is a public utility. 


ENATOR Burton K. Wheeler, of 

Montana, limited his definition 
with a “quasi.” That is, he believes 
that a broadcasting company is a pub- 
lic utility of a different kind from the 
telephone or street car organizations 
because it does not charge listeners 
for programs but derives its income 
from advertisers. 

In all recent legislation affecting 
radio, Senator Wheeler has taken a 
prominent rdle. He is a member of 
the Senate Committee on Interstate 
Commerce. 


DIFFERENT position is taken by 

Senator C. C. Dill, of Wash- 
ington, co-author of the last radio 
bill, though he states that he is in 
favor of changing the law so that at 
least radio communication companies 
will be put in the public utility cate- 
gory. 

“The radio law does not make 
radio broadcasting corporations pub- 
lic utilities although the Couzens bill 
so provides,” he said; “I think all 
radio communication service com- 
panies should be declared public utili- 
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ties, but I have always had some 
doubt about the wisdom of making 
radio broadcasting a public utility. 

“I do not thing it can be said that 
radio broadcasting is or is not a pub- 
lic utility as the law now reads. I 
realize this may seem to be dodging 
the question, but I think you will 
find the courts will so declare, if the 
question is presented to them under 
the present statute. 

“Let me add that I fully approve 
the action of the Radio Commission 
in requiring communication compa- 
nies to be public utilities, in order to 
get a license, except in special cases 
where radio is the only possible 
method of communication and there 
is no public business as such.” 


HE same question is taken by 

Judge E. O. Sykes, vice chair- 
man of the Radio Commission, and 
frequently have he and Judge Robin- 
son clashed in friendly controversy 
over the issue. 

That the counsel of the Radio Com- 
'mission holds the same view was 
brought out recently in a document 
covering state and municipal regula- 
tion of radio prepared by Paul D. P. 
Spearman, assistant general counsel, 
and Paul M. Segal, a former assistant 
in the same division. 


“Neither the Federal Radio Com- 
mission nor the Radio Act of 1927, 
as amended, places a broadcast sta- 
tion in the classification of a public 
utility from the standpoint that the 
station is compelled to sell time on 
the air to any and all persons desir- 
ing to purchase it for any and all 
purposes and any and all types of 
use. Such a requirement would 
carry within it the germs of the de- 
struction of the American system of 
broadcasting. 

“The attempted imposition by 
states upon broadcasting stations of 
a standard different from that of 
Federal law is invalid.” 


HEN one comes to the industry 

itself, he finds practically a 
unanimous belief that a radio broad- 
casting corporation is not a public 
utility and that it would be detri- 
mental to the progress of radio to 
have such an interpretation put into 
law. 

M. H. Aylesworth, president of the 
National Broadcasting Company, re- 
cently stated in testimony before the 
Senate Committee on Interstate Com- 
merce during the hearings on the 
Couzens bill: 


“I regard radio broadcasting as a 
public service, subject to regulation 
as such, but not as a public utility. 
It is not a monopoly. It is not a 
primary necessity and it is not paid 
for directly by the public. 

“The latter fact especially distin- 
guishes it from point-to-point com- 
munication by radio for toll, which 
beyond doubt is a public utility. 
Radio broadcasting prospers solely by 
giving acceptable service and receiv- 
ing in return good will.” 


| orem the same attitude is 
taken by Henry A. Bellows, for- 
mer radio commissioner and now 
president of the Northwestern Broad- 
casting Company, Inc., of Minneap- 
olis. 

Defining first his terms, Mr. Bel- 
lows says: 


“On this point the first thing to 
be decided is: What is a public util- 
ity? The answer in the past has al- 
ways been that it is a partial or com- 
plete monopoly which operates by 
virtue of a public franchise and in 
return for this franchise concedes 
the right of the government to regu- 
late the rates which it charges to 
consumers. This is true of the rail- 
roads, trade railways, light and power 
companies, and privately owned 
water companies. 
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Is Broadcasting a Utility Service? 


YES: “Whether you look at radio broadcasting from the 
listening end or the transmitting end, it is concededly a 


public utility.” 


—JupcE Ira E. Rosinson 


FORMER CHAIRMAN, FEDERAL RADIO COMMISSION 


NO: “I regard radio broadcasting as a public service, sub- 
ject to regulation as such, but not as a public utility. It 
is not a monopoly. It is not a primary necessity, and tt ts 
not paid for directly by the public.” 


—MeEriLIN H. AYLESworTH 
PRESIDENT, NATIONAL BROADCASTING COMPANY 





“My contention has always been 
that a broadcasting station could not 
be classed as a public utility because 
it makes no charge to the consumer. 
I readily admit that it has certain 
definite public obligations, but I do 
not see how it can possibly be classed 
as a public utility in the usual sense 
unless it has rates to the consumer 
which can be regulated.” 


ee that one of the ob- 
stacles in applying the term pub- 
lic utility to a radio broadcasting cor- 
poration is that the latter is not a 
monopoly in the true sense, Thomas 
P. Littlepage, attorney on radio law 
and counsel for Station WBBM, Chi- 
cago, and Station WFBM, Indianap- 
olis, declares that such a monopoly 
would not even be desirable. 


“To undertake to apply the theory 
of utilities to radio would be to 
cramp the individuality of the own- 
ers of broadcasting stations,” he said, 
“without, in turn, giving them any 
guarantee of remuneration or return 
on their investment. 

“There is no commission in the 
world that could be appointed that 
would have the capacity to make the 
necessary regulations for successful 
tadio, for the simple reason that 
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regulations would have to be uniform 
all over the country and when it 
came to the question of fixing prices 
and rules for the governing of ad- 
vertising it would be an impossible 
task. There are, no doubt, many 
rules and regulations in store for 
radio, but of necessity they will have 
to be rules as to what a broadcasting 
station cannot do, rather than what 
it can do. 

“Furthermore, radio does not have 
the power to force itself on the lis- 
tener and whoever runs a radio sta- 
tion, be it a corporation or other- 
wise, must please the public, or the 
station will have to go out of busi- 
ness. If a utility company, for ex- 
ample, desires to create good will for 
their property they will have to create 
it by pleasing the public and if they 
are doing that they are doing a serv- 
ice. The minute they begin to talk 
their own wares too much they be- 
come monotonous and unpopular and 
do themselves more harm than they 
can do good. 

“Tt is possible that it may become 
desirable to require all corporations, 
other than broadcasting corporations, 
that own radio stations to incorporate 
a separate company entirely for 
broadcasting. The benefit of this 
would be that it would put the re- 
sponsibility for the proper operation 
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of the station upon a company that 
was the direct licensee and would, 
therefore, be under the control of the 
Federal Radio Commission.” 


ENATOR Smith W. Brookhart, of 
Iowa, also a member of the Sen- 
ate Interstate Commerce Committee, 
holds with his colleague, Senator Dill, 
that the law today does not place radio 
broadcasters in the public utility class. 
He has gone so far, in fact, as to in- 
troduce a bill which would prohibit 
public utilities, as such, from engag- 
ing in broadcasting. Of course, if 
such a measure went through with a 
definition of broadcasting corpora- 
tions as utilities, which is impossible, 
there would obviously be no radio 
programs. 


peeps up the contentions of the 


leading proponents and opponents 
of the public utility theory in relation 
to broadcasting, one would be forced 
to call the debate a draw with the 
odds, perhaps, on the latter. 

Often, there is a confusion between 
radio broadcasting and radio com- 
munication. The second is certainly 
a public utility in that it operates 
similarly to telegraph companies. 

Whether it would be desirable to 
have a radio law define broadcasting 
corporations as utilities is likewise 
debatable. It might lead to the regu- 
lation of advertising rates charged by 
various stations and might compel 
them to open their studios to undesir- 
able advertisers. 

It would be virtually impossible for 
the commission to select programs for 
the stations and such selection would 
certainly be undesirable. 

So even the advantages of classify- 
ing broadcasting stations as utilities 


are dubious. The effect of the Couz- 
ens bill definition, if adopted, will de- 
pend upon how much power it allows 
the communication commission in the 
matter of regulation. 


We then, can be regulated, in 
the event that the radio is legis- 
latively and judicially classed as a 
public utility? Regulation of radio 
has three possible aspects: the cen- 
soring of programs, the supervision 
of technical operations, and the regu- 
lation of rates for broadcasting serv- 
ice. 

The matter of censorship, in turn, 
can be divided into three parts: cen- 
sorship from the standpoint of enter- 
tainment value, censorship from a 
standpoint of public morals, and cen- 
sorship from the standpoint of public 
policy. 

Now, that the matter is ruled off 
like a map, what agency will exercise 
these respective powers? 


——- for the purpose of 
maintaining a standard of enter- 
tainment must rest with the station. 
The very life of a broadcasting public 
depends on satisfying unseen custom- 
ers who never pay a cent for the serv- 
ice. There is no better reason for 
barring programs from the air than 
the fact that they are dull. The 
operators must be given a wide dis- 
cretion in this no matter what else 
the lawmakers decide to regulate. To 
compel a station to accept stupid pro- 
grams and ruin its own prestige would 
be a clear invasion of the constitu- 
tional rights of the broadcaster. 

On the other hand, censorship for 
moral purposes must be left to the 
state. Of course, these three aspects 
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of censorship are not watertight com- 
partments. They are closely inter- 
related. A program so salacious as 
to be offensive might also be poor 
entertainment in the sense that any 
entertainment is poor which offends 
its audience. And so, in the absence 
of action by the state, the stations 
should have the right to refuse pro- 
grams offensive to public taste—not 
as an exercise of moral censorship 
(for that would make the broadcaster 
the arbiter of community morals) but 
simply as an exercise of the first kind 
of censorship—maintaining a stand- 
ard of entertainment. Profanity, ob- 
scenity, and vulgarity fall under the 
head of moral censorship—sometimes 
called “police censorship.” 


a final class of censorship is 
most troublesome. The best ex- 
planation of it would be a true in- 
stance. Last April, the Civic Defense 
League, an organization fighting the 
chain stores, entered into a contract 
with station WHEC, Rochester, N. 
Y., to give thirteen addresses. After 
three of these talks, however, by Wal- 
ter F. Cherry, a young Rochester at- 
torney speaking for the league, the 
manager of the station refused to let 
Mr. Cherry go on the air again until 
the lectures were first approved by the 
broadcasters. It seems that Mr. 
Cherry had said something, neither 
immoral nor dull, but yet, in the opin- 


ion of the station’s manager, offensive 
to certain business interests. Mr. 


Cherry has sued WHEC for breach 
of contract, but the case raises the 
question of whether the station or the 
state should be permitted to censor on 
grounds of public policy. 


H™ about the second type of 
regulation — the regulation op- 
erating conditions ? 

It is clear that the government 
should, in the interest of the public, 
even though radio is never declared 
a public utility, supervise the award 
of broadcasting rights and control 
the strength, location, and wave 
lengths used by the stations. To a 
great extent, this has already been 
done by the Federal Radio Commis- 
sion. 

Regarding the final question of rate 
regulation, it is very improbable that, 
even should the radio be labeled a 
public utility, any governmental re- 
striction on the prices charged for 
broadcasting time will be attempted 
except merely to prevent discrimina- 
tion as between customers. At pres- 
ent, there is no need of it and the time 
when there will ever be any need for 
it seems a long way off. If the day 
should come, however, the rates will 
probably be based on the value of 
the broadcasting property just as the 
rates of other public utilities are 
regulated. 





When the Utilities Face 
the Federal Bar 


HE criticism directed at the United States courts for “interfering” 


with regulations has become a political factor. 4 
TILITIES ForTNIGHTLY will appear a detailed, authoritative sum- 


Pustic U' 


In the next issue of 


mary of the Supreme Court decisions in utility cases simce I9I5. 
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Across the Third Rail 


No. 7: HERoES OF THE ARMIES OF INDUSTRY 


A true incident in the life of a public utility employee that 
illustrates the value of the dccident-prevention training 
that has become a part of the public-relations program. 


By ARMSTRONG PERRY 


HERE the tracks of the Chi- 

W cago, Aurora & Elgin Rail- 

road parallel the Fox River 
near Batavia, the power rails are not 
protected because they are entirely on 
a private right of way. They carry 
direct current at six hundred volts. 

One day in May, Frank Cada and 
his chum, Frank Koznik, started to 
cross these tracks. The Fox River 
at this point was a favorite fishing 
ground. They had camped on the 
bank all night. The morning was 
dark and cloudy. Rain had soaked 
the ground, the shrubbery, and the 
boys. 

The fish were biting freely, as they 
often do under such conditions. The 
boys had used all their bait. They 
needed some more live minnows 
from a creek on the other side of 
the tracks. 


HE two boys, seventeen years old, 
knew the danger of the third rail. 
Cada was a junior clerk in the Mails 
and Information Division of the 


Commonwealth Edison Company, 
Chicago. This company had a well 
developed system of instruction in 
accident prevention, life saving, and 
first-aid. Every group at work in the 


organization had at least one man or 
woman in it who was specially trained 
in these subjects. 

Cada was a Boy Scout also. In his 
Troop, No. 285, Chicago, he had prac- 
tised first aid under expert leadership. 
He was qualified to take part in dem- 
onstrations and competition such as 
are conducted by many of the Scout 
organizations. 

Knowing that the water-soaked 
ground, their drenched clothing, and 
dripping feet would make contact 
with a power rail still more danger- 
ous, Cada crossed the tracks even 
more carefully than usual, setting a 
good example for his companion who 
followed a little distance behind him. 

Cada cleared the tracks and started 
down the bank toward the creek. 
Suddenly he became conscious that 
Koznik was no longer near him. 

Like seasickness, the consciousness 
of serious trouble often starts with a 
vague, undefined fear that rapidly af- 
fects the vital organs. Even before 
he clearly sensed the situation, Cada 
felt that chill, stony grip on his heart 
and that sinking sensation in the re- 
gion of the solar plexus that is so well 
remembered by all who suddenly have 
been confronted by great danger. 
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wo things were forced upon Ca- 

da’s consciousness as he turned 
and looked back. Koznik was lying 
with his legs across the nearest of the 
two third rails. His feet extended on- 
to the running rail. 

The two third rails, serving respec- 
tively the south-bound and the north- 
bound trains, were between the two 
tracks. The distance between these 
two power rails, according to the en- 
gineers’ figures, was fifty-two inches. 
Koznik’s head and arms, as he lay 
with his legs on one power rail, were 
so near the other that contact seemed 
imminent. 

An express train had just rounded 
a curve about a quarter of a mile away 
and was rushing toward the uncon- 
scious boy at sixty miles an hour or 
more. 


gage who has formed no hab- 
its of thought or action that ap- 
ply to such a crisis is likely to be help- 
less when it arrives. 

Cada, however, became fully con- 
scious of the extreme danger the in- 
stant that he glanced around. He 
knew that he would probably be killed 
instantly if he touched his friend’s 
body with his wet hands. He needed 
dry cloth, dry paper or something else 
that would insulate him from the elec- 
tric current, but nothing of the kind 
was in sight. 

His eyes, however, caught sight of 
a wooden barrier a short distance 
away, erected to prevent materials 
from rolling down the embankment. 
The idea of using a board in making 
the rescue came to him at the instant. 
He ran to the barrier and began tear- 
ing away at the boards with his bare 
hands. 


HE train already had covered 

half the distance to the spot 
where Koznik lay with his feet and 
legs, already terribly burned, in the 
path of the grinding wheels and the 
contact shoe that slid along the power 
rail. But even in his frantic haste, 
Cada took a second to look for a dry 
board. If he could find one board 
that was drier than the others, that 
would increase his chance of remov- 
ing Koznik from the rails. The 
boards were all alike, however—all 
very damp. 

Cada had crossed both tracks to 
reach the barrier. He now had to re- 
cross one of them, leaping the power 
rail. He must stop short of the other 
third rail and push Koznik off that 
without placing him on the running 
rail or in contact with either power 
rail. 

The train was now almost upon 
them and the chance of success 
seemed about one in a thousand. The 
motorman had shut off the power and 
applied the brakes but there was no 
possibility of checking the speed of 
the train in time. The conductor, too, 
was on the front end, but powerless 
to help. 

They saw Cada lunge and heave 
with the board from the barrier, then 
the train reached the spot and the lads 
passed from view. 


A’ soon as the train could be 
stopped, the crew went back to 
inspect the bodies. They found the 
boys between the two third rails. 
Cada was on his knees astride Koznik, 
applying the prone pressure method to 
produce artificial respiration. In spite 
of the shock, he was not working ex- 
citedly as would have been natural un- 
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der such conditions. He was keeping 
up the slow, steady rhythm taught 
by the textbooks and the instructors. 

The crew offered to relieve Cada. 
He refused to be relieved, for he had 
confidence in his method and in him- 
self. 

In five or six minutes Koznik drew 
a breath unaided. Soon he was 
breathing regularly. They carried 
him into the rear car. He stopped 
breathing. Cada laid him on the floor 
in the aisle and started artificial res- 
piration again. 

The train started back toward Ba- 
tavia. Cada watched Koznik closely, 
starting prone pressure as often as 
natural breathing stopped. 

From the station they took Koznik 
to the hospital in Geneva. Efficient 
treatment restored him so rapidly that 
he was able to leave in seven days. 


HE boys discussed the accident to 
find out what each could remem- 
ber. For Koznik it had been a pain- 
less experience except for the recov- 
ery. He could not remember touch- 


ing the third rail or falling. Some- 
thing had seemed to touch him and he 
had fallen asleep. The next thing 
that he could remember was going up 
in the elevator at the hospital, sur- 
rounded by white uniformed doctors 
and nurses. 

Cada admits that it was a close 
shave but does not recall anything he- 
roic. He says that he saw Koznik on 
the track and the train coming; re- 
membered that it was unsafe to touch 
a person in contact with a charged 
electrical conductor ; looked for a dry 
board ; took a damp one because they 
were all damp; and pushed Koznik 
off the track. It was all very simple, 


and there was nothing to make a fuss 
over! 

Others, however, have made a good 
deal of “fuss” over the rescue. Uncle 
Dan Beard, the grand old man of the 
Boy Scout movement, discussed the 
matter with his committee and the or- 
ganization awarded an Honor Medal 
to Cada. The National Electric Light 
Association investigated, and Cada 
received one of the Insull Medals. 
The case was brought to the atten- 
tion of the Carnegie Hero Fund 
officials, where it is now under con- 
sideration. 


HE age of heroes seems to be 

passing. Mr. Samuel Insull en- 
dowed the Insull Medals years ago, 
but only three members of his own 
organization received it, including 
Cada. That accident was not due to 
anything that happened in connection 
with his work for the Commonwealth 
Edison Company. 

The instruction in accident preven- 
tion and first aid received by the em- 
ployees of that company has reduced 
the number of accidents to an almost 
negligible figure. There were but 
eight life-saving cases among the 
many thousands of employees on duty 
last year, and in none of these did the 
rescuer have to endanger his own life. 

The public good will that has re- 
sulted from the preparedness of em- 
ployees who, like Cada, are ready to 
handle emergencies while on or off 
duty, is recognized as one of the most 
valuable assets of the company. 

This “safety first’ business is going 
so far that if it were not for automo- 
bile smashes and the movies things 
would be as dull as Little America 
after Byrd left. 
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OUT OF 


THE MAIL BAG 


The Intrusion of Regulatory 
Authority into Management 


iy your issue of July 10, 1930, page 41, 
appears a summary under the caption 
“What Others Think” of various recent views 
regarding public utility regulation. The ideas 
attributed to me therein I do not think are 
correct interpretations of what I had to say 
at the time of the legislative inquiry into the 
workings of the New York State Public Serv- 
ice Commission’s Law. The opinion said to 
be held by me is certainly very different from 
that which I have consistently maintained. 

I do not believe, and never intended to say, 
that regulation is useless. Neither do I wish 


to be classed with the “old school” utility 
men who twenty-five years ago did, as your 
comment states, bitterly oppose all forms of 


state regulation. I acquiesce in the idea that 
regulation is necessary along the lines far- 
sightedly laid down by Charles E. Hughes, 
now Justice of the United States Supreme 
Court, at the time when he was first 
Governor of New York state. 

My whole point is that regulatory authori- 
ties have in large measure departed from 
these lines, with their emphasis on service 
and rates, to thrust themselves into questions 
of management, and particularly financial 
management, with which regulatory Commis- 
sions have no proper: concern, and which 
possess only a remote bearing, if any, on what 
should be the primary objective of regulation, 
—good service at fair rates. 

The courts: have repeatedly warned the 
Commissions that regulation is a function to 
be kept entirely distinct from management. 
Nevertheless, too many Commissions have 
yielded to the temptation, always present be- 
fore a governmental agency, to extend their 
ewn authority by taking to themselves more 
and more of the powers that, in the public 
interest, can be exercised far more effectively 
by those responsible for the operating and 
financial policies of the public service cor- 
porations. The tendency of recent legislation 
to increase Commission authority over hold- 
ing corporations and over the issue of securi- 
ties is an illustration of what I mean. Cor- 
Porate and capital structure have little or 
nothing to do with rates and service, yet 

ommissions will insist on concerning them- 


selves with these matters to the neglect of 
the vital part of their real work. It is not 
regulation that I believe is useless but the 
attempt to extend regulation into fields where 
it cannot accomplish any good purpose. 

In my testimony before the New York 
Legislative Commission I referred, though 
apparently without very much effect, to the 
example of Pennsylvania whose Public Serv- 
ice Commission’s Law, perhaps more than 
that of any other state, has been drafted and 
administered with nice regard for the distinc- 
tion between regulation and management. 
Pennsylvania does not attempt to substitute 
the judgment of its Public Service Commis- 
sioners for that of public utility financiers 
as to the kind and amount of securities that 
should be issued by public utility corpora- 
tions, and the Pennsylvania Commission con- 
centrates on its proper function of seeing to 
it that good service is maintained at reason- 
able rates. As a result there is little or no 
evidence of public dissatisfaction with public 
utility service or rates in Pennsylvania and 
the securities of Pennsylvania public utility 
corporations are generally regarded as among 
the soundest in the country. The 44 per cent 
First Mortgage Bonds due 1967 of the 
Duquesne Light Company are considered 
second to no first mortgage public utility 
bond of any description; and there are dozens 
of other issues that could be cited in further 
illustration of my contention that securities 
put out by corporations domiciled in states 
which do not require Commission authority 
for such issues may be appraised by the 
market, which is, after all, the court of last 
resort, as even stronger than those securities 
which are supposed to have been issued only 
under rigorous restrictions and after meticu- 
lous investigation by some regulatory body. 

Please do not quote me again, however, as 
opposed to all regulation of public utilities. 
What I am opposed to is simply the long 
step toward government operation that is 
taken when Commissions go beyond their 
proper function of safeguarding the public 
against clear cases of abuse, and attempt to 
usurp the powers that definitely belong with 
the responsibilities of management. 


ment. 
—H. C. Hopson. 
Vice President and Treasurer, Associated 
Gas and Electric Company. 
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The Future of the Municipal 
Plant 


INCE going over the several articles in the 

June 12th issue, I feel that you would 
have been well justified to make the cover 
gold instead of silver! 

First, the article “The Municipal Plant: Is 
It Coming or Going?” by Dr. Ralph L. 
Dewey, is the most comprehensive and sanest 
statement of the case that I have read up to 
date—including my own effusion before the 
City Managers’ Association last November. 
It is a clear, compact, and unprejudiced de- 
scription and discussion. I shall take de- 
light to refer to the article in the near future. 

I agree virtually 100 per cent with Dr. 
Dewey. I would be inclined to add only this 
point with respect to future forces and tend- 
encies—that there will probably be in many 
instances distinct advantages in municipalities 
owning and operating the distribution system, 
while purchasing power from a privately 
operated, generating and transmission system. 


The advantages in municipal distribution 
probably appear in the co-ordination between 
plant activities and other municipal depart- 
ments. With respect to distribution, more- 
over, there is a greater tendency to pile on 
overheads by private companies, than in the 
om and distribution. 
~~ of course, with Father Ryan’ S arti- 
“a do not see how the Interstate Com- 
merce Commission can ever regulate the rail- 
roads, or how any Commission can ever 
regulate any utility and do the job without 
incessant dispute or litigation, unless there is 
a fixed rate base. This, it seems to me, is 
rather obviously the fundamental prerequisite 
of any satisfactory system of regulation. 
When this has been established, then the 
Commissions will be in a position to begin 
to do their real job in constructive regulation, 
—which, in my mind, would be merely broad 
co-operation and co-ordination with the utili- 
ties. 
—Dr. Joun Bauer 
Director, The American Public 
Utilities Bureau 





A Page from the Political 
Economist’s Primer 


QUESTION : 


What’s behind all this talk about the “break- 


down” of Commission regulation, the Supreme Court rate 
base doctrine and the “power trust?” 


ANSWER: Politics. 
QUESTION : 


ANSWER: 


How does politics enter into such matters? 
The politicians say that electric rates are ex- 


tortionate, and that the Commissions and the Supreme Court 


are to blame for it. 
QUESTION : 
ANSWER: 


The politicians want to reduce rates. 
What sort of rates? 
Domestic rates, of course. 


The politicians are 


always interested in the plain people; the plain people have 


the votes. 


QUESTION : 
are for? 


ANSWER: 


Is that what all of these costly investigations 


Yes ; they all arise out of a difference of opinion 


as to the reasonableness of rates. 


QUESTION : 
the plain people? 
ANSWER: 


QUESTION : 
excited politically over that? 


ANSWER: 


Well, how much does this utility service cost 
On the average the daily cost to a family is less 
than the price of a good cigar. 

Are the people of the country going to get 


Only the son of a seventh son can tell! 
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What Others Think 





The Inarticulate Utilities Are Now Charged 
With the “Sin of Silence” 


t has long been the custom of trial 
I judges in summing up evidence in- 
troduced by opposing litigants to refer 
to their respective completed story or 
version as “the case for the plaintiff” 
or “the case for the defendant,” as the 
case may be. 

There is something final and irre- 
vocable about that phrase. There is a 
legal insinuation that everything in 
favor of that party has been brought 
forth, or if not brought forth, is no 
longer admissible. The evidence is 
closed. The testimony is final. The 
court now moves to consider the evi- 
dence strictly as presented. 

In the current controversy between 
utility and anti-utility factions, there is 
a fast growing conviction that the utili- 
ties have closed their case too fast— 
that the utilities have “rested” without 
bringing out the best points. It is all 
very well to be dignified and refuse to 
answer insulting or trivial attacks, but 
the attitude of being “too proud to 
fight,” as the late President Wilson 
would say, never made a great hit with 
the public. Who is the jury in this 
great trial that is now being carried on 
in the newspapers ? 

The question whether or not the util- 
ity companies ought to tell their story 
to the public is hardly debatable; 
especially in view of the fact that sav- 
age attacks have been made from time 
to time upon the industry. It is always 
unfortunate to be forced into a posi- 
tion of defense but if attacks continue 
to be made and, if it is true that the 
public may be misled by what the utili- 
ties claim are false statements, then, as 
a matter of plain business policy, in the 
interest of the ratepayers themselves, 
the industry should present what it 


deems to be the facts. The average 


man possesses common sense and is able 
to weigh the evidence fairly well for or 
against any claim. 


N an address by Harry Reid, —_ 

dent of the National Electric Power 
Company at the recent convention of 
the National Electric Light Association 
in San Francisco he took the position 
that the utilities should tell their story. 
He said, among other things: 


“In a recent issue of a New York news- 
paper, there appeared twenty-eight columns 
of news stories, interviews, editorials, re- 
ports of committee hearings and various 
investigations, summaries of court de- 
cisions, and other material regarding just 
one industry in this country. Not for a 
long time has any one industry ——— 
the center of the stage so extensively. e 
newspaper I have in mind is widely con- 
sidered to be one of America’s outstand- 
ing newspapers and it is far from what 
is sometimes termed a “yellow sheet.” It 
is a conservative and influential newspaper 
interested in giving its several million 
readers the news of the day. On just one 
day in just one newspaper, there were 
twenty-eight columns of material regard- 
ing this one industry! Facts, fancies, opin- 
ions, hopes, fears, threats, warnings, ac- 
cusations, denials, pros and cons, charges, 
and countercharges. Let your imagination 
expand that picture to its real national and 
continuous significance. 

“What was this industry? It was the 
industry with which we are connected—the 
electric light and power industry in par- 
ticular and the public utility industry in 
general. 

“Surveying the whole situation, we face 
two factors: first, the fact that the last 
few months have witnessed a growing 
campaign on the subject of utility regu- 
lation, control or ownership; second, the 
general public is not by training and ex- 
perience qualified to judge for itself just 
where the real facts of the situation rest. 
To my mind, the most dangerous of these 
two factors is the latter. If people. in 
general were capable of judging for them- 
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selves, we would not have to be greatly 
concerned with the widespread campaign 
now under way, because we would know 
that people would not be misled, confused, 
or fooled. But such is not the case. It 
is far from the case. The truth of the 
matter is that the public thinking regard- 
ing the utilities has been widely upset dur- 
ing these last few months. I am afraid 
that many people have accepted as gospel 
truth opinions that we know to be untrue. 
I think there are some twenty or twenty- 
five different misrepresentations and mis- 
understandings regarding the utilities which 
have become imbedded in the minds of 
many people—points that are as wide of 
the truth as they can be. 

“In this connection, a study of the psy- 
chology of accusation is most interesting. 
If the man in the street is today scratch- 
ing his head and saying to himself and his 
friends: ‘Good heavens—can all this be 
true?’ can we really blame him? Rela- 
tively and comparatively, the utiitiies have 
presented very little of their side oi the 
question. It is human for pecple to be- 
lieve that where there is so much smoke, 
there is probably a huge fire burning some- 
where in the vicinity which—in this case—- 
is in the electric light and power industr’. 
In many political campaigns, for instance, 
it is an old trick to make a wide variety 
of charges just on the general principle 
that these accusations will unsettle pub- 
lic confidence in the person or organiza- 
tion attacked. The value of this subterfuge 
lies in the fact that people—as the news- 
paper boys will agree—are more interested 
in the sensational and the startling than in 
the prosaic and matter of fact, and also 
that many people are inclined to half be- 
lieve or wholly believe accusations without 
taking trouble to hear the other side and 
then reach a fair conclusion. 

“This human characteristic leads me to 
the thought that the sin of silence is some- 
times a dangerous sin. If repeated charges 
are made against some man you know and 
if that man remains silent, would you not 
be inclined to conclude that his accuser 
spoke the truth? Now we may all agree 
that it is unfortunate to be drawn into a 
defensive position where it becomes neces- 
sary to speak out to defend ourselves, but 
we will also agree that we are sometimes 
forced to speak out so that the truth may 
be known. The point is clear-cut: Which 
is the lesser of two evils—to remain silent 
and allow people to decide against you or 
to speak up and state the facts so that you 
may be fairly and honestly judged? 

“Aside from the damage done our in- 
dustry by a policy of silence in the face 
of widespread attacks, there is the fact 
that by maintaining silence we are in effect 
allowing our critics to tell the public the 
story of our industry, distorted to fit their 


eo mony and desires. That is, the public is 
earing a misleading story and it is more 
than likely misjudging our industry be. 
cause of that misleading story. How could 
it do otherwise unless our industry and its 
leading executives and companies step 
forth and place the real facts before the 
public? In short, why should we allow our 
enemies to tell our story? Why should not 
we ourselves tell our story?” 


ton are some who think that 
there is no possibility of silencing 
agitators by the presentation of facts; 
that silence is, therefore, the best pol- 
icy. The majority of persons, however, 
will not agree to this. The utility in- 
dustry is conducted by corporations, 
artificial persons it is true, but in reality 
by human beings. If the direct attack 
is made upon the character of a person 
by name, he is likely to resent it and 
show its falsity if he can. 

The charge that telling utility stories 
to the public is at the expense of the 
ratepayers is only a half truth. The 
story is in the interest of the ratepay- 
ers if true, because hostile public rela- 
tions aroused by misinformation is as 
bad for the ratepayers as it is for the 
company. But whether the agitators 
against the utility industry like it or not, 
the industry should tell the truth about 
the business and should not be intim- 
idated by cries of propaganda. 

Just to point to one excellent piece 
of evidence that appears to have been 
neglected or at least understated by the 
utilities in stating their case, we have 
the very interesting observation made 
by W. A. Jones, vice president of the 
N. E. L. A., to the effect that the elec- 
tric industry is one of the few business 
undertakings which have been able to 
reduce their charges in spite of the gen- 
eral increase in prices which followed 
the war. Mr. Jones says: 


“For more than forty years the trend 
in electric rates has been downward and, 


except for what we might term the 
war period, the rate curve has shown 
a rapid drop. The average rate for 
residence electricity at the close of 
1929 was but 30 per cent of the price 
at which it sold in 1890. As contrasted 
with a 70 per cent increase in the cost 
of living since 1913, we have seen a 30 
per cent decrease in the average rate for 
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domestic electric service since that time. 

“Indications are that we should be able 
to even further reduce the cost and rates 
for electric service, but these further re- 
ductions, particularly in the domestic field, 
must come largely through increased sales. 
Our increased sales will likewise be large- 
ly dependent upon the design of rational 


full co-operation of the membership in its 
problem of designing methods of charging 
for service, which will at once protect our 
investment against the convenience user, 
who does not pay his share of the cost, and 
also permit intensive commercial develop- 
ment.” 


The big question now is whether the 


promotional rates, which will encourage 
the maximum use of energy on a load fac- ‘“‘Case for the Utilities” has been com- 


a will make for lower service pjeted in the public mind; whether in- 
“There is still a wide divergence of opin- ‘eed the utilities have remained silent 
jon within this industry as to the proper so long that the average reader has con- 
method of charging for service and a casual cluded that they have “rested” and will 
examination of our rate book might indi- penceforth bar his mind to anything 
cate to the layman that each company was h th th 3 
trying to outdo the other in a rate inno- ™ore they may say with the same atti- 
vation. We within the industry know that tude as a judge in refusing new evi- 
dence which should have been intro- 

duced at a trial since closed. This is a 


this is not the case, and that in many in- 
stances political interference and arbitrary 

serious matter for the friends of these 
industries to consider. 


regulatory bodies have interfered with the 
promulgation of rational rates. But, we 


have been slow to recognize that this dis- 
similarity in rate structure has been the 
cause of much criticism on the part of 
those who wanted to find some vulnerable 
spot in our armor. 

“The conditions under which our serv- 
ice is sold throughout the country are such 
that the time will perhaps never come when 
we will see a uniform rate, but there is 
no good reason why our methods of charg- 
ing for service should not be uniform. It 
is to be hoped that the Rate Structure Com- 
mittee of this association will have the 


THe Sin or Smence. Address by Harry 


Reid, President of the National Electric 
Power Company, New York, and Chair- 
man of the Public Relations National Sec- 
tion of the National Electric Light Asso- 
ciation, San Francisco, June 17, 1930. 


Tue Future or THE Execrric INbUSTRY. 


Address by W. A. Jones, annual conven- 
tion of the National Electric Light Asse- 
ciation at San Francisco, June 18, 1930. 





Should Utility Rate Making Be a Legislative 
Function That Is Not Subject to Court Review? 


5 ps of the criticisms made by some 
against decisions of the Supreme 
Court of the United States in rate cases 
is that the court shifted its original posi- 
tion on the rate-making question. The 
court first held that rate making was ex- 
clusively a legislative function and was 
not subject to court review ; afterwards 
the court held that the rate-making pow- 
er, although legislative, is not without 
limitations. Gustavus H. Robinson, 
discussing this question, says: 


“The history of the development of our 
law, whereby the utility is given protection 
under the Fourteenth Amendment to the 
Federal Constitution, is interesting. 

“The leading early case is that of Munn 
v. Illinois. The question there at issue was, 
whether the state of Illinois could regulate 
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warehousemen in the handling of grain. 
This was one of several cases known as 
the ‘Granger cases.’ The state took the 
position that the business to be regulated 
was a public business, subject to the police 
powers of the state; that the regulation 
thereof was ‘lodged in legislative discre- 
tion; that this discretion could not be dis- 
turbed by the courts. The warehousemen 
contended that the Fourteenth Amendment 
gave them protection against enforcement 
of the regulations. 

“The court, in an opinion by Mr. Justice 
Waite, Mr. Justice Field dissenting, up- 
held the contentions of the state of Illinois 
and decided that (1) the legislature had 
power to fix rates of public business; (2) 
that such rates were within the sole dis- 
cretion of the legislature and could not be 
changed by the courts. 

“The importance of this decision was at 
once recognized, and the law journals as 
well as the press of that day, have inter- 
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esting comments upon the decision. These HE majority and minority mem- 
comments are critical or otherwise, depend- bers of Governor Roosevelt’s 


ent upon the interests which might be re- “eat . 
flected. Those journals which were pre- Commission for the study of the New 


sumed to represent invested capital, de- York Public Service Commission fa- 
nounced the decision in no uncertain terms. vored the establishment of a stable rate 
The New York Times, in an editorial of pase, differing only as to the means of 


March 29, 1877, referred to the decision as o ge : > ate 
‘mischievous,’ and argued that, under such establishing it. The majority favored 


a rule, the investment of foreign capital stabilizing it for ten-year periods by 
could not be expected. Evidently the in- means of contracts. The minority fa- 
vesting public had something of the same yored establishing it by statute. 


idea, for railroad stocks and bonds declined 
immediately following the announcement of Ina recent address before the Acad- 
the decision. emy of Political Science, William J. 


“If the decision in the Munn Case had Donovan, counsel for the Commission, 
been allowed to stand, public utilities would pointed out the danger of freezing the 


today have little or no protection, and ; : 
would be subject to the arbitrary will or rate base in the statutes. Speaking of 


whim of every succeeding legislature and valuation he said: 
regulatory Commission. “The striking example of apparent in- 
consistency is that of valuation. This 


HERE will alwa ea differen f problem is one of many encountered in the 
! ys bea _——e detail work of regulation. It was the sub- 


. Opimion as to the wisdom of plac- ject of discussion by all of the experts 
ing any limitation upon the rate-making _— called in the recent investigation by the 
powers of legislatures and Commis- legislative Commission of this state and 
sions. ae the most mooted question of 
: : that inquiry. 

Is the economic welfare of the public “The Supreme Court has held that a pub- 
promoted by lowering rates without ref- lic utility is entitled to earn a reasonable 
erence to a reasonable compensation to return upon the fair value of the property 


the utility companies for their service which it is devoting to public service and 
Y P 4 that the fair value of the property must 


or by a limitation upon the legislative be determined as of the time the inquiry 
power to reduce rates below the confis- is made. In determining that value, the 
catory point? court has held that all relevant factors must 


It can at least be said that under the be considered, including, among others, 


: costs of reproduction new less depreciation, 
rule which undertakes to safeguard and original cott: 


capital from confiscation, the develop- It is apparent that the application of this 
ment of utility service has been phe- principle, at least to present-day conditions, 
nomenal. has been difficult of administration, and has 


ve : : . frequently resulted in injustice and hard- 
These variations and inconsistencies ship both to the consumer and to the utility. 


in the development of regulatory poli- It has caused protracted litigation and has 
cies are by no means confined to the delayed final determination by the regula- 
past. Even the recent investigation by a } Ah yg = at teed 
the New York Commission os sevEees and further litigation may well ensue. 

of the Public Service Commission Law “Today many ef those who claim to rep- 
found a merry battle between opponents resent the interests of the public contend 
and proponents of a proposition for that the value of the property for rate- 


: one R making purposes should be based solely 
freezing utility rate bases by law that upon a consideration of its original cost. 


smacked familiarly of the ancient However, this has not always been the case. 


wrangle over present value and original When Smyth v. Ames was decided in 1898, 
cost. it was argued on behalf of the consumer 


: Soe ae 5 that the reasonableness of rates to 
An analysis of the criticism of Com charged by a public utility should be tested 


mission regulation will show that all solely by a consideration of the cost of re- 
complaints against it simmer down to a producing the property. At that time the 
difference of opinion as to the reason- — ee was . low Gat exigin 
ableness of rates, and bearing upon that — oe ake — Son ie poten 
question, a difference of opinion as to should not be compelled to pay rates based 
what shall constitute the rate base. on such an arbitrary standard as the 
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amount of money actually expended by the 
utility. It was urged that the cost of ren- 
dering the service should determine its 
price, and that the measure of cost was 
more accurately reflected in the reproduc- 
tion value. Finally, it was argued that to 
permit a utility to charge rates based solely 
on the amount of money which it had 
spent, would be to permanently burden the 
consumer with any investment, however in- 
judicious or unprofitable it might prove to 


“However, the Supreme Court in its de- 
cision repudiated this doctrine and held 
that the true legal and economic principles 
involved a consideration of all these fac- 
tors; that if the rate base were determined 
solely by one or the other element of value, 
it might work injustice either to the con- 
sumer or to the utility. 

“Today the general price level is so high 
that the situation is reversed, and as re- 
gards the great bulk of public utility prop- 


to the dangers of writing into our law a 
fixed economic theory which, by reason of 
a change in the price level, may act as a 
boomerang to those who urged its accept- 
ance. The machinery of government must 
have some give-and-take, or it will not 
work. It has been pointed out furthermore 
that if the original cost theory were written 
into our law, the result would be to make 
more pronounced the evils of the so-called 
business cycle, by encouraging expenditures 
for improvements and expansion programs 
at times when prices are high, rather than 
in time of depression. 

“There are eminent economists who tell 
us that the real source of the difficulty is 
in unstable prices. They assert that what- 
ever method is adopted we shall still have 
a continuance of confusion and waste un- 
til we have diligently and earnestly ad- 
dressed ourselves to the problem of sta- 
bilizing the general level of prices.” 


This is a new thought in connection 


erty the cost of reproduction is greater than 
the original cost. Consequently many of 
those who claim to represent the public 
now contend that the rate base should be 
determined solely by the actual cost of the 
property. 

“It has been contended that if in 1898 
the actual cost theory had been accepted, 
as the utilities then urged, the general in- 
crease in the price level in recent years 
would have given the utilities such a low 
rate base that they would have found dif- 
ficulty in maintaining their service at the 
high standard of efficiency which the public 
requires. On the other hand, the reproduc- 
tion cost theory is now bitterly fought by 
the same interests that urged its acceptance 
by the courts in 1898. This analysis points 


with the rate base. Usually the argu- 

ment against a legislative effort to 

freeze the rate base has been that such 

a procedure would be unconstitutional. 

Mr. Donovan takes the broader ground 

that it would be undesirable. 

Tue Lecat Stratus oF THE Pustic SERVICE 
Inpustries. By Gustavus H. Robinson. 
Harvard Law Review, XLI, page 277. Tue 
MATERIALS FoR THE Stupy oF Pustic Utir- 
1ry Economics. By Dorau, page 239. The 
MacMillan Company, 975 pages, $5.00. 

Appress BY WILLIAM J. Donovan, Esg. Pro- 
ceedings of the Academy of Political 
Science. Vol. XIV, page 171. 





Uncle Sam’s Unique Experiment in the 
Regulation of Local Utilities in Washington 


ice under state regulation is a good in- 
dication of its effectiveness and the dis- 
position on the part of the Commissions 
to be fair in the decision of disputed is- 
sions have not protected the public sues. 


NE of the charges frequently made 
\/ by those who criticize the effec- 
tiveness of state regulation of public 
utility companies is that the Commis- 


William A. Prendergast, formerly 
chairman of the New York Public 
Service Commission maintains that the 
Commissions have been fair and that 
they have acted with wisdom. He re- 
cently said: 


interest. This charge generally arises 
in the heat of a local rate controversy 
before the Commission. But it is diffi- 
cult to see in the large number of 
decisions rendered by the Commissions 
any leaning away from the interests of 
the ratepayers to say nothing of the 
public interest. 

Some assert that the very fact of the 
tremendous development of utility serv- 
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“There are no serious indications that 
the people have any intention of abandon- 
ing the present system of state regulation. 
In some places there are demands for what 
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is called a more stringent form of regula- 
tion. Wherever this is required it should 
be instituted, by extending the powers of 
the Commissions. There is a suggestion 


Whether rates fixed by the Commis- 


sions are too high or too low, even 
where all the facts relating to operation 


made by an aspirant for office in one state are known, is a matter of opinion upon 


that the present Public Service Commis- 
sion be abolished and a ‘fair rate board’ 
established in its place. But this would 
only alter the name, and not the functions 
of the Commission. A fair rate board 
under any law would have to be one 
that was fair to all interests concerned, 
else its decisions would be speedily re- 
versed and its work discredited. The 
theory that regulatory Commissions should 


which men may honestly differ. 


Just for a concrete example let us 


consider the situation in Washington, 
D. C. According to some writers every- 
thing in the city of Washington, the 
capital of the Nation, is about as bad 
as it could be politically. The residents 
of the city cannot vote and the method 


be used to advance the interests of one of handling municipal affairs is in a 
class of persons to the disadvantage of class by itself. Even the regulation of 
public utilities, according to the critics, 
is somewhat different from what it is 
elsewhere. Says J. Frederick Essary: 


others may serve political ends for a time, 
but experience will dispose of it as opposed 
to the principles of this democracy. In the 
main the regulatory Commissions have act- 
ed with wisdom and toleration. They have 
not been prosecutors or persecutors and the 
best interests of the public require that they 
should never be used for these purposes. 
What is sought, is the attainment of jus- 
tice, the great ideal of liberty. This means 
justice to the people who use the services 
of the utilities, and in equal measure the 
utilities themselves. The policy of regula- 
tion that seeks and secures (as the present 
system has) fair rates arid good service for 
customers, and adequate support for the 
capital invested in the utility business, is a 
wise and farseeing policy, and the pros- 
perity and ultimate well-being of the 
American people demand adherence to that 
policy. On the judgment of unprejudiced 
observers, and an unbiased appraisal of the 
facts of the record, I maintain that state 
regulation has protected the public’s in- 
terest.” 


F course, the implication of Gifford 
Pinchot in his advocacy of a fair 
rate board is that the present Commis- 
sion is unfair. Mr. Pinchot probably 
believes that our present State Commis- 
sions are not protecting the public with- 
out any definite basis for that charge ex- 
cept possibly his belief that the return 
should be limited to prudent investment 
rather than to the value of the property, 
the rule imposed by the Constitution as 
interpreted by the Supreme Court. 

The rate-making function of the 
Commissions is by many persons re- 
garded as its most important function, 
but it is only one of many functions. 
There are some persons who believe 
that rate fixing is the least important 
of the functions of the Commissions. 
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“Finally, the District Commission has 
now lost its power over the public utilities 
of the capitol. A separate Public Utilities 
Commission, at present headed by another 
army officer, was set up in 1926 to relieve 
the Commission of the burden of super- 
vising the operation, financing, and general 
service of the street car companies, omni- 
bus lines, gas companies, the electric light, 
and the telephone companies. Perhaps it 
was an act of wisdom to transfer this su- 
pervisory power, formerly exercised by the 
District Commission, to an independent 
body. But whether for better or for worse, 
it was done, and so an entirely new regu- 
latory agency was created. 

“And how it regulates! It is, indeed, in 
the utilities field that the District govern- 
ment bogs to the hubs. It both bogs and 
stalls. The control of the capitol utilities 
may be measurably effective in matters of 
minor importance: that may be fairly con- 
ceded. Rate increases may be delayed, if 
not defeated. Service here and there may 
be jacked up. But in major matters, this 
control breaks down completely. Where 
else in a modern American city can one find 
two street car lines, each practically dupli- 
cating the service of the other? Where 
else would one think of looking for four 
car tracks paralleling each other on a single 
street, as in the case of Fourteenth street, 
N. W., at New York avenue? Where else 
would one such company be allowed to re- 
fuse junction transfers to the passengers 
of the other without extra fare? : 

“For decades they have quarreled in 
Washington over the consolidation of the 
street car lines. They are still quarreling. 
Again and again merger plans have been 
worked out, and argued before the suc- 
cessive Commissions and the committees of 
Congress. But they never come to any- 
thing. Some obstacle—watered stock or 
the obstinacy of salaried officers wishing 
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to hold their jobs or something else—is 
always raised. And the riding public con- 
tinues to pay in cash and in inconvenience. 

“But that is not all. It is hard to believe 
that anywhere else in the country two gas 
companies will be found serving the popu- 
lation of a single community. But it is so 
in Washington. More than that, the two 
companies are owned by the same interests. 
But they have separate operating organiza- 
tions, separate overhead generally, and in 
a sense separate rate scales. As in the case 
of the street car companies, merger plans 
have been discussed for years. But always 
some legal or technical or economic reason 
is found why one of these companies can- 
not absorb the other. 

“Such conditions as are created by these 
anomalies would not, of course, be toler- 
ated by any self-governing people. They 
are resented in Washington—bitterly re- 
sented—but there is nothing the people can 
do about it. They may scream at the local 
government or bawl at Congress, but nei- 
ther the warring governmental agencies nor 
the hard-boiled utility magnates pay any 
attention. They do not need to. The 
Washingtonian is a political orphan and 
must take or leave what the indifferent or 
callous or fatuous powers that rule or rob 
him may offer.” 


CCORDING to this writer the regula- 

tory powers are divided but this 

does not seem to be much different from 

the rule that prevails in the states, local 

authorities having control over fran- 
chises and streets. He says: 


“Although it is true that the Public Util- 
ities Commission regulates the rates and 
service of the utility companies, authority 
over them is divided again. For it is the 
District Commission which has most to do 
with the physical use by them of the 
streets. To that body they must go for 
permits to upturn the paving in a given 
section or dig yawning ditches here, there, 
or elsewhere. 


“The indifference of the companies, abet- 
ted by the Government, to public conven- 
ience is typical of the whole attitude of 
public officials in Washington toward the 
inhabitants. At the moment this is being 
written, for instance, the Capital Traction 
Company has been for seven weeks mon- 
keying with its tracks on Connecticut ave- 
nue, west of Rock Creek bridge. That 
avenue is by far the busiest thoroughfare 
outside downtown Washington. But in- 
stead of spending a few days at such a 
job, this company, unhindered by the engi- 
neer commissioner, has had débris and ma- 
chinery piled in the center of the street for 
nearly two months, forcing thousands of 
motorists day and night to thread their 
precarious way around it. Nor is that an 
isolated instance. Not by any means. 
Much the same thing may be observed in 
any part of the city in any week in the 
year. 

“It is obvious to any observer in the Dis- 
trict that most of the griefs of the com- 
munity are chargeable to the interlocking 
of the local and Federal organisms. For 
some of this, there is no easy escape, inas- 
much as the Constitution itself provides 
that Congress ‘shall exercise exclusive leg- 
islation . . . over the District of Co- 
lumbia.’ But instead of delegating its 
powers to some board as was done in the 
case of the Interstate Commerce Commis- 
sion, with a mandate to run the District 
as it ought to be run, or handing the gov- 
ernment over to the people themselves, Con- 
gress exercises those powers itself.” 


Well, politics aside, Washington is a 
very fine city to live in and certainly it 
is a mecca for tourists. 


Has Strate RecuiaTion Prorectep THE Pus- 
Lic’s Interest? An address by William A. 
Prendergast before the National Electric 
oy Association, San Francisco, June 19, 


An ApbvENTURE IN Autocracy. By J. Fred- 
erick Essary. The American Mercury. July, 
1930. 





The Regulation of Holding Companies and 
its Effect Upon Utility Rates 


NE of the controversial questions 
which has sprung up recently is 
to what extent, if any, utility holding 
companies or investment companies 
should be put under the regulation of 
State Commissions. 
There would seem to be no question 
but what the security issues of these 
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companies could be regulated by state 
authority if such regulation were 
deemed a wise public policy. <A state 
that creates a corporation has the un- 
doubted right to regulate its securities. 

Regulating the security issues of a 
company is one thing; regulating 
charges for its service is another. 
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Charges for service cannot be regulated 
unless the business of the company is 
affected with the public interest; in 
other words, unless it is a utility com- 
pany. Whether a holding company is 
a utility company is open to question. 


ISCUSSING the question of the regu- 

lation of holding companies, Mar- 
tin J. Insull, President of the Middle 
West Utilities Company, Chicago, re- 
cently stated: 


“During the past year there has been 
considerable discussion of public utility 
regulation. Some people take the position 
that regulation has broken down and have 
suggested changes in the regulatory laws 
which they think would make regulation 
more effective. One of these suggestions 
is that the holding companies should be 
brought under regulation. The legal 
aspects of this proposal I shall not dis- 
cuss, although it is pertinent to question 
the legality of attempting to regulate the 
holding company whose business is not 
directly affected with a public interest. 
As to regulation having broken down, the 
facts of the case seem to strongly indi- 
cate that on the contrary regulation has 
been beneficial to the consumer, to the in- 
vestor, and to the industry. Even its critics 
must recognize that under state regulation 
our industry is constantly growing, that it 
has the financial stability to attract from 
the investor the necessary new money for 
a reasonable return in interest or dividends 
with which to improve its service facilities 
to meet the constantly increasing public 
demand at continuously diminishing rates 
for its service. That is a record of which 
not only the industry but also its regula- 
tors may well be proud. 

“As to the regulation of the holding 
companies, this suggestion is based upon 
the erroneous impression that holding com- 
panies affect the rates the public pays for 
service. It is questionable if this impres- 
sion exists to any great extent among the 
consuming public; it seems rather to exist 
principally among self-appointed protectors 
of the public who in many cases assume 
that position as a possible stepping stone 
to their own personal ends. As I have 
already shown, there is no connection be- 
tween the security issues of an investment 
or holding company and the rates for serv- 
ice of its subsidiary operating companies. 

“Holding companies, like other corpora- 
tions, must have their securities passed on 
by state security commissions or approved 
by such authorities as they recognize be- 
fore they are sold. As these security com- 
missions in many states came into being 


after the utility regulating Commissions, 
the regulation of operating company secu- 
rity issues has been left with the utility 
regulating Commissions. Their real func- 
tion, however, should be the regulation of 
rates and service and not that of regulat- 
ing the issuance of securities. Their ap- 
proval of the issuance of securities is in 
no sense a recognition of those securities 
for rate-making purposes. Hence no rea- 
son exists for the enlargement of this ex- 
traneous function to cover the regulation 
of security issues of holding companies. 
Regulation is not concerned with these 
companies. Its interest is in the operating 
companies. If it is necessary for regula- 
tion to cover the operating companies ex- 
ternal business contacts and relations, they 
can and should be covered through the 
operating companies by regulating their 
actions. 

“The holding company or utilities invest- 
ment company requires, for the successful 
performance of its function, the same 
freedom of action as any other business. 
It is that freedom that has enabled it to 
do the great work it has done.” 


T HE rates of operating companies, 
of course, are not based upon their 


capitalization, nor are they governed by 
the controlling interest in the company. 
They are based solely upon the value 
of the property devoted to the public 
interest. That question was settled 
many years ago in the famous case of 
Smyth v. Ames, and the Supreme 
Court has never modified the position it 
took at that time. 

The only question which could arise 
would be in cases in which the holding 
company charged for certain services 
rendered to the operating companies. 
It is argued by the managers of the 
utility companies that the State Com- 
missions now have ample power to pro- 
tect the public from excessive charges 
for these services. Some of the State 
Commissioners, however, assert that 
they should be given more authority to 
inquire as to the reasonableness of 
these charges. Whether that can be 
done as a legal proposition is one ques- 
tion. Whether it ought to be done as 
a matter of public policy is another. 


Hotptnc CoMPANIES AND THEIR RELATION - 
Recutation. Address by Martin J. 
sull before the Annual Convention of - 
National Electric Light Association, San 
Francisco, 1930. 


362 





ron 


we +t OO RAY 


PUBLIC UTILITIES FORTNIGHTLY 


A Significant Opinion on Commission Control 
of Interstate Gas Carriers 


HE same rule of law laid down by 

the Supreme Court that exempts 
interstate bus carriers from the con- 
trol of the State Commissions applies 
to interstate pipe line carriers transport- 
ing gas, according to an opinion ren- 
dered August 28th to the Maryland 
Public Service Commission by its gen- 
eral counsel, Honorable W. Cabell 
Bruce, former United States Senator 
from that state. 

Mr. Bruce’s opinion was expressed 
as the result of an inquiry made to him 
by the Commission concerning its 
power to require the Maryland Gas 
Transportation Corporation to ask its 
permission to construct a proposed pipe 
line carrying natural gas from Penn- 
sylvania fields into the District of Col- 
umbia. 

This is apparently the first authori- 
tative statement on this legal problem, 
although attorneys versed in utility law 
have long expected its development. 
Mr. Bruce’s opinion assumes that the 
corporation merely intends to deliver 
gas to distributing utilities. He adds 
that he believes the pipe line carrier to 
have power to condemn land for its 
right of way through the state of Mary- 
land. He says: 


“If the intent of the corporation is to 
construct a pipe line over the state of 
Maryland, but not itself to distribute gas 
from it to Maryland consumers, it is un- 
der no obligation, in my opinion, to apply 
to the Commission for its permission and 
approval before beginning construction or 
exercising its franchise within the State 
of Maryland. 

“In Bush v. Maloy, 267 U. S. 317, it 
was held by the Supreme Court of the 
United States, reversing the decision of 
the court of appeals of Maryland in 143 
Md. 570, that the Maryland statute pro- 
hibiting common carriers of merchandise 
or freight by motor vehicle from using 
public highways over specified routes with- 
out a permit, requiring the Public Service 
Commission to investigate the expediency 
of granting a permit when applied for, 
and authorizing it to refuse, if it deems 
the granting of the permit prejudicial to 
the welfare and convenience of the public, 
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was unconstitutional as applied to one de- 
sirous of using the highways as a common 
carrier in exclusively interstate commerce. 
— also Buck v. Kuykendall, 267 U. S. 


“IT can not see why the conclusions 
reached by the Supreme Court of the 
United States in the case of Bush v. 
Maloy should not be equally applicable to 
a gas-pipe line used exclusively in inter- 
state commerce, or to a telephone line that 
is a mere working appurtenance of such 
a gas-pipe line. 

“And it is also my opinion that, if it 
is the intent of the Maryland Gas Trans- 
mission Corporation merely to deliver gas 
from its proposed pipe line, at one point 
or another within the state of Maryland, 
to a wholly independent distributing com- 
pany, or companies, it is under no obliga- 
tion to apply to the Commission for its 
permission and approval before beginning 
construction or exercising its franchise 
within the state of Maryland. On this 
point, the decision of the Supreme Court 
of the United States in Missouri v. Kan- 
sas Gas Company, 265 U. S. 298, is con- 
clusive.” 


rk. Bruce expressly advised the 
Commission against any attempt 


to interfere with the avowed proposals 
of the carrier, stating: 


“Under the circumstances, my advice to 
the Commission is to hold its hand until 
the price agencies, by which gas from the 
proposed line of the Maryland Gas Trans- 
mission Corporation shall be distributed 
within the state of Maryland, shall have 
been more fully determined by the course 
of future events. In the meantime, I wish 
to be understood as not passing upon the 
question as to how far the permission and 
approval of the Commission would be nec- 
essary were the corporation to undertake 
to distribute gas from its proposed line 
within the state of Maryland to a dis- 
tributing subsidiary company, or compa- 
nies, under its control. 

“Answering the second inquiry of the 
Commission, I will say that, in my opin- 
ion, the Maryland Gas Transmission Cor- 
poration has the power to condemn land 
within the state of Maryland. Though a 
foreign corporation, authority to do this 
is expressly conferred upon such a cor- 
poration by the condemnation laws of this 
state. Article 23 of the Annotated Code 
¢, gens, 1929 Supplement, Section 
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Official action on this opinion by the 
Maryland Commission was expected at 
an early date, and it should establish 


a noteworthy precedent on this develop- 
ment of regulatory law, both for Mary- 
land and elsewhere. 
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Why the Electric Utilities Are Reaching 
Into the Farm Districts 


One horsepower hour costs him 25 cents when provided by a 
horse. 
2 


THE average price paid by the U. S. farmer per horsepower hour 
is 19 cents. 
2 


One horsepower hour costs him 5 cents when bought from a large 
electric company. 
2 


One horsepower hour costs him 5 cents when furnished by a wind- 
mill, and wind is free! 
2 


One horsepower hour costs him 15 cents when furnished by a 
smail electric company. 
2 


ONE horsepower hour costs him 25 cents when he uses electricity 
from his own farm power plant. 
2 


TueEse above are all facts from the U. S. Department of Agricul- 
ture. 
—C. M. Ripitey 


364 





WHAT READERS ASK 


Out of the mail bag of the editors have come these 
questions; because they touch upon subjects of broad 
interest to those in the public utilities field, they have 
been selected for publication—together with the an- 


swers. 


QUESTION 
Can you state what proportion of 
Commission cases are appealed to the 


courts? 
ANSWER 


It is impossible to state this accurately, but 
from the records of 21 Commissions, it ap- 
pears that out of a total of 142,704 cases be- 
fore the Commissions, 1,389 have been ap- 
pealed to the state courts, and 108 to the Fed- 
eral courts. Of the total number of court 
appeals from cases before these Commissions, 
only 318 have involved rates, and only 177 
valuation. The great bulk of Commission 
regulation, therefore, proceeds, as if there 
were no courts. In other words, procedure 
before the Commissions is generally final. 
Appeals to the courts are occasional excep- 
tions to the rule. 


QUESTION 


It has been charged that state regu- 
lation of public utilities has broken 
down because of interference by the 
courts and especially by the Federal 
courts. What does this mean? 


ANSWER 


What is meant by that is that if it were 
not for the decisions of the Supreme Court 
that utility companies are entitled to earn a 
return on the present value of their property, 
the Commissions would limit the return to 
the prudent investment of the company. At 
the present time, on account of high prices, 
it is thought that the adoption of the prudent 
investment theory would produce lower rates. 
Therefore, it is said that the courts interfere 
with regulation because they prevent the 


What questions do you want to ask? 


Commissions from reducing rates by prevent- 
ing the Commissions from adopting the pru- 
dent investment theory. It is also argued 
that because the value of property fluctuates, 
there is no stable basis of rate making, and, 
therefore, no effective regulation. 

The basis of the Supreme Court decision 
is that while the power to regulate is a legis- 
lative function, the power is not unlimited; 
that the power to regulate does not include 
the power to take the company’s property 
without compensation. The court holds that 
confiscation of the income of property is con- 
fiscation of property within the meaning of 
the Constitution. 

The whole controversy arises out of a dif- 
ference of opinion as to the reasonableness 
of rates based upon the cost rather than the 
value of the service. 


& 


QuESTION 
What are some of the important 
requirements in the standards for gas 
service? 
ANSWER 


The standards for gas service in most 
cases include meter accuracy requirements 
and pressure requirements. The most im- 
portant part of the standard is concerned 
with the composition and heating value of 
the gas. As to this latter requirement the 
greatest variations are found in the stand- 
ards which are maintained in the different 
states and in some cases within a single state. 
The efficiency of the utilization of gas is af- 
fected by variations in heating value, pres- 
sure, density, and chemical composition. (See 
“An Adaptation of the British Gas Act to 
American Practice and Regulation,” by Mar- 
tin T. Bennett, gas engineer, Railroad Com- 
mission of Wisconsin, in the Journal of Land 
os “ee Utility Economics, May, 1930, p. 
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QUESTION 
What is meant by informal com- 
plaints to Public Service Commis- 
sions? 
ANSWER 


Informal complaints are those that are ad- 
justed through the offices of the Commis- 
sion without formal procedure. Many of 
these complaints from customers of utility 
companies are started by mere letters to the 
Commission setting out the nature of the 
complaint. Many of the complaints are ad- 
justed by correspondence. Some of them 
may require the attention of a member of 
the Commission’s staff. If the complaint can- 
not be adjusted to the satisfaction of the 
utility company and the customer, the com- 
plaint becomes a formal matter for the con- 
sideration of the Commission. 

These informal complaints often constitute 
an important part of the regulatory routine. 
The New York Commission, for example, re- 
ceived on the average more than forty of 
these complaints a day. Probably from 80 to 
90 per cent of the informal complaints are 
adjusted without formal action of the Com- 


missions. 
2 


QUESTION 
Is hydroelectric power a gift of 
nature? 
ANSWER 


Hydroelectric power is no more a gift of 
nature than steam power. Water, as it lies 
on the surface of the earth, is nature’s gift; 
but that is the extent of the gift. Before 
water can be used for a locomotive, it has 
to be run into a boiler, heated, and converted 
into steem. Before it can be used for hydro- 
electric power, it must be made to run 
through a turbine which, in turn, is made to 
run the generator. In many cases high dams 
have to be constructed in order that the water 
may be available for the turbine. Water, 
like a tree in a forest, is the raw material 
which has to be converted into power. This 
conversion requires human labor. That is 
what makes it necessary to charge for the 


service. 
e 


QUESTION 
In what states are the rates of the 
municipally owned plants regulated 
by State Commissions? 


ANSWER 
In the following twelve states east of the 


Mississippi municipal plants are subject to 
regulation by Commissions: Florida, Indiana, 
Maine, Maryland, Massachusetts, New Jer- 
sey, New York, Pennsylvania, Rhode Island, 
Vermont, West Virginia, and Wisconsin. In 
the following four states west of the Missis- 
sippi similar jurisdiction obtained: Missouri, 
Montana, Utah, and Wyoming. 

So far as the first group is concerned, it 
is to be noted that the jurisdiction in Florida, 
Massachusetts, and Pennsylvania is some- 
what limited. In Florida, jurisdiction is re- 
stricted to telephone companies; in Massa- 
chusetts the Commissioners’ jurisdiction is 
restricted to gas and electric companies; in 
Pennsylvania jurisdiction is restricted to mu- 
nicipal water works of the third class. Like- 
wise in the second group the Missouri Com- 
mission’s jurisdiction is restricted to munici- 
pal gas, electric, and water utilities. There 
appears to be a limited jurisdiction in the 
states of Alabama, Nevada, and Nebraska 
but the power of these Commissions is so 
restricted as to eliminate them from any 
serious consideration of municipal utilities. 
In the remaining thirty-two jurisdictions, in- 
cluding the District of Columbia, the Com- 
missions lack power to regulate municipally 
owned utilities. Delaware has no Commis- 
sion. 


e 


QUESTION 


A company operates dissimilar util- 
ities in the same community. Should 
rates be based upon the combined re- 
turn? 

ANSWER 


The commingling of operations of utilities 
furnishing different kinds of service, such as 
electric service and street railway service, 
has been disapproved generally. Although 
in some instances companies which were earn- 
ing an adequate return on their entire enter- 
prise have not been permitted to abandon a 
part of the service which was unprofitable, 
and claims of confiscation may sometimes 
met by a showing that the entire business of 
the company is profitable, yet as an economic 
matter, according to the opinion of the Com- 
missions, the ratepayers in one department 
should not be required to make up for de- 
ficiencies in another department. Re Georgia 
R. & R. Co. (Ga.) P.U.R.1921A, 165; Re 
Bronx Gas & Electric Co. (N. Y.) P.U.R 
1917B, 777; Re Georgia Power Co. (Ga.) 
P.U.R.1928A, 830; Work v. Elmira Water 
and Light Co. (N. Y.) P.U.R.1927B, 400; 
State ex rel. Washington University v. Pub- 
lic Service Commission (Mo. Sup. Ct.) 
P.U.R.1926A, 765. 
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QUESTION 
Does not the very fact that there ts 
so much criticism of mergers and con- 
solidations indicate that they are a 
menace to the public? 


ANSWER 


This consolidation movement may or may 
not be an advantage or disadvantage to the 
public, but one cannot conclude that it is a 
menace to the public from the mere fact that 
it has been subjected to quite general criti- 
cism. 

In this respect history is merely repeating 
itself. There was a time when great fear 
for the public welfare was expressed over 
the multitude of stage coaches and caravans. 
It was said that they prevented the breed- 
ing of good horses and destroyed those that 
were bred, and that they effeminated the peo- 
ple. Railroads were objected to because it 
was said that the smoke would destroy vege- 
tation and cause the hens to cease to lay 
eggs. Steamboats and gas lighting were ob- 
jected to on religious grounds; and many of 
the arguments now leveled against consolida- 
tion are a mere repetition of those used 
against the department store. Even bathtubs 
were objected to at the outset. New adjust- 
ments in the economic field are quite likely to 
cause alarm. Whether that alarm is justified 
time alone will demonstrate provided the de- 
velopment is not prevented by law. 


e 


QUESTION 
If the utilities insist on a high 
value of their property for rate-mak- 
ing purposes, why should the same 
value be used for tax purposes? 


ANSWER 


The natural answer of taxpayers would be 
that the value should be the same for both 
purposes; but such a rule would be unfair, 
unless all other property were taxed at its 
full value. But another objection is that 
such a tax would defeat its real purpose 
which would be to punish the company for 
insisting on what the ratepayers regard as 
high values for rate purposes. 

Ratepayers who think their rates are too 
high because the utilities are allowed to earn 
a return on what they call “inflated values,” 
often demand that the tax value be increased 
i order to get even with the utility. But if 
this were done it would only mean that their 
rates would be still further increased, be- 
cause the additional sum paid in taxes would 

charged back to them in their rates as it 
should be. 


Utility ratepayers are apt to have the same 
attitude toward utility taxes that renters of 
houses do toward real estate taxes. Often the 
tenant does not care how high local taxes 
are because he thinks the landlord pays them. 
A tax imposed on a utility company becomes 
a tax on the stockholders only when the com- 
pany is unable to make a reasonable return 
after it has paid the taxes levied against it. 

As a “get even” weapon, it would, there- 
fore, be effective only against weak compa- 
nies. Weakening weak companies by increas- 
ing the burden of their taxation might not be 
very beneficial to the public. 


e 


QUESTION 
Would not the adoption of the pru- 
dent investment theory of rate making 
discourage the management of utility 
companies by removing the incentive 
for additional profit due to efficiency? 


ANSWER 

No. The prudent investment theory would 
have no bearing upon that question. Not all 
of the advocates of the prudent investment 
theory insists upon a fixed rate of return up- 
on the rate base. Any reward for special ef- 
ficiency should appear in the rate of return 
rather than in the base upon which the re- 
turn is figured. 

Although there is a difference of opinion as 
to the question whether a utility company 
should be allowed anything for special eff- 
ciency in management, the prevailing opinion 
is that there should be some reward for it. 
The State Commissions have generally held 
that the keen and energetic utility owner, who 
by good judgment, foresight, and approved 
business methods, reduces his plant invest- 
ment and operating costs to a minimum 
should be allowed a larger percentage of re- 
turn than the utility owner, who through lack 
of ability or indifferences furnishes service 
at a much higher cost. This is sound or 
unsound doctrine without respect to the ques- 
tion whether earnings should be based on 
prudent investment or on the present value 
of the property. 


QUESTION 
As I understand it, Governor 
Franklin D. Roosevelt of New York 
would limit the amount of a utility 
company’s return, as follows: 
He would allow all operating ex- 
penses, enough to pay interest on the 
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bonds, and then a reasonable return 
on only the amount of money ad- 
vanced by the stockholders, and repre- 
sented by their stock. Is this what is 
known as the prudent investment 


theory? 
ANSWER 


No. Governor Roosevelt refers to it as 
the prudent investment theory, but the pru- 
dent investment theory, as usually under- 
stood, is that the utilities should be allowed 
a return on the reasonable cost or prudent 
investment in the property rather than on its 
present value. If a property cost $10,000,000 
and the investment were a prudent invest- 
ment, the company would be allowed to earn 
a reasonable return on $10,000,000. It would 
make no difference whether they put the 
wv up themselves, or borrowed a portion 
oT it. . 

Governor Roosevelt is really advocating, 
not the prudent investment theory, but the 
capitalization theory of rate making. It is 
much the same theory which the railroads 
contended for back in 1898, in the famous 
case of Smyth v. Ames. It was at that time 
objected to by the ratepayers. 


€ 


QUESTION 
On page 537 of the May I, 1930, 
issue of Pusiic Urti.ities Fort- 
NIGHTLY, I notice the following: 


“What is forbidden by the Federal Con- 
stitution with respect to the rate base ap- 
plies to the legislatures as well as to the 
Commissions of the various states.” 


I would appreciate a citation of 
your reference to the Federal Con- 
stitution forbidding or directing what 
shall constitute a rate base. 


ANSWER 


This reference is to the Fourteenth Amend- 
ment of the Federal Constitution. There is, 
to be sure, no mention of a rate base in this 
amendment. The amendment was adopted 
before the term “rate base” was coined. But 
the Constitution, as interpreted by the Su- 
preme Court, does forbid the establishment 
of a rate base so low as to amount to con- 
fiscation. Whatever one may think as to the 
wisdom of the ruling, it is the law. So the 
Constitution forbids the establishment of a 
rate base on prudent investment. The Con- 
stitution, as interpreted by the Supreme 


Court, says that the return to which public 
utilities are entitled must be based on the 
present value of their property used and use- 
ful for the service. 

It, therefore, appears to be reasonably ap- 
parent that this is a limitation of the regula- 
—_ power which applies to legislatures as 
well as to Commissions. Rate statutes have, 
in fact, been declared confiscatory. 

There are many things which legislatures 
cannot do. One of them is to fix any sort 
of a rate base they please. That is because 
the Federal Constitution, as interpreted by 
the courts, has set limits to legislative powers. 


e 


QUESTION 
It is often asserted that state regu- 
lation of public utilities has collapsed. 
Upon what evidence are statements 
like that based? 


ANSWER 


Usually upon no evidence whatever. It is 
almost as if persons should keep repeating 
that the earth is flat. Some would believe it, 
if the assertion were made frequently and 
emphatically enough. 

The statement that state regulation has 
collapsed, however, is often reénforced by 
certain assumptions and arguments which 
simmer down to a mere difference of opin- 
ion as to the reasonableness of rates. Be- 
cause the courts do not permit the adoption 
of a certain theory of rate making those who 
believe in that theory say that regulation has 
broken down. They never refer to what the 
Commissions are doing for the public in the 
way of reducing rates, or of requiring the 
extensions of utility service, or of the re- 
moval of unlawful discriminatory practices, 
or of the elimination of wasteful competi- 
tion, or of the control of security issues; 
nor do they ever refer to the thousands of 
cases in which regulatory action of Commis- 
sions is required and exercised, in the public 
interest. 

In other words, the assertion that Commis- 
sion regulation has broken down is supported 
for the most part by academic theories of 
rate making and mere expressions of opin- 
ion, without any presentation of facts what- 
soever. 

Even where Commission regulation has 
been investigated by hostile legislative com- 
mittees, the facts in support of it have been 
so overwhelming that no legislative commit- 
tee has recommended its abolition as it would 
have done if the assertion that Commission 
regulation is ineffective were true. Severa 
of the committees have reported that this par- 
ticular charge was absolutely without foun- 
dation. 
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The March of Events 





Commission Power to Exclude 
Costs from Capital Account 


HETHER the Federal Power Commis- 

sion has the power to require a licensee 
to omit from its capital account an item of 
cost representing an expenditure actually 
made is the question raised in proceedings 
involving the hydroelectric development on 
the Saluda river, near Columbia, South 
Carolina. 

The Lexington Water Power Company 
advances the view that, under the Federal 
Power Act, the Commission has no jurisdic- 
tion, power, or authority to require a licensee 
to omit from its capital account such an 
expenditure, and that items cut out by the 
accounting division of the Commission repre- 
sented actual expenditures by the company 


and were legitimate items of prelicense cost. 

This contention is based upon the theory 
that the Commission cannot adjudicate in 
advance the question what constitutes the 
net investment in the project, but that the 
act contemplates that the question of net 
investment is to be determined at the time 
the government exercises its option to re- 
capture the project. 

Charles A. Russell, solicitor for the Com- 
mission, disagrees with this view and in a 
brief states that “if the position of the 
protestant is tenable and correct, then the 
whole Federal Water Power Act is merely 
an idle gesture.” He argues that since the 
law requires that licenses issued by the Com- 
mission shall specify a reasonable rate of 
return upon the actual investment, the actual 
legitimate investment would have to be de- 
termined. 


Alabama 


Lower Rates for Rural 
Electric Customers 


REVISED rural service classification of the 

Alabama Power Company approved by 
the Public Service Commission will bring 
about a saving of approximately $27,000, ac- 
cording to the Montgomery Journal and 
Times, which adds: 

“The revised rate is more liberal in its 
application to domestic service and allows the 
use of an electric range up to 8 kilowatts, 
water heating and miscellaneous appliances 
up to a total of one and one-half kilowatts 
without extra charge. 

“The new rate allows one-fifth of a kilo- 
watt of outside lighting without extra charge. 
This, it was explained, makes it possible for 
a rural customer to reduce his monthly elec- 
tric bill $4.05. 

“Electricity will be available, under the 
new rate, for lighting, heating, cooking, re- 
frigeration, or power service or any combina- 
ol of these, up to a demand of 50 kilo- 

atts. 


“The new line charge for the first one and 
one-half kilowatts is as follows: 

“Over fifteen and less than twenty custom- 
ers per mile $1.50 a month; over ten and not 
more than fifteen customers per mile $2 a 
month; over five and not more than ten cus- 
ay per mile, $3; five customers or less, 


Provisions are also made for special rat- 
ings in towns served from a rural line. 


. 
Rate Refund Order Is Contested 


HE Alabama Power Company has ap- 

pealed from the ruling of Circuit Judge 
F. W. Hare that ratepayers in Mobile are 
entitled to refunds because the company did 
not apply the so-called Montgomery rate in 
Mobile in 1928. The decision was made in 
a test case involving an award of $6.01, but 
there is said to be involved approximately 
$150,000 in refunds to Mobile electric con- 
sumers. 
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California 


Deficit Faced by San Francisco 
Railway 


E e- San Francisco Municipal Railway, 
according to J. P. Hannan, superintend- 
ent of accounts for the board of public 
works, faces a financial crisis that will re- 
quire assistance from the city treasury un- 
less patronage increases. The San Francisco 
Chronicle, in reporting this statement, says: 

“The road will be more than half a mil- 
lion dollars in the ‘red’ next year, Hannan 
estimates, basing his figures on the current 
flow of nickels into the cash boxes, the bonds 
and bond interest that must be paid and the 
preservation of the depreciation and accidents 
reserves. 

“The deficit at the end of the current fiscal 
year is estimated at $73,361.85. Soon after 
July 1, 1931, $100,000 for bond redemption 
and $9,067.50 for bond interest must be paid, 
he — out. 

“Hannan adds $331,862.50 should be includ- 
ed in the 1930-31 budget to pay off bonds 
and interest due this fiscal year. 

“Hannan submits a new estimate of reve- 
nue for this year of $3,500,000, which is a 
drop of $83,500 from his estimate of May 
last. He accounts for the decrease by com- 
parative receipts in May, June, July, and the 
first half of August in 1929 and 1930. The 
income was $29,062 less in that period this 
year than last year. 

“The biggest decline was in July, when 
the fares totaled $274,983 as compared with 
$286,773 in July, 1929.” 


Construction Started on New 
Railroad Link 


HE inaugural shovel of earth in the con- 

struction of the Western Pacific’s share 
of the link connection with the Great North- 
ern in Northeastern California was turned 
on August 16th high in the mountains near 
the foot of Lake Almanor. This connection 
will provide San Francisco with another 
transcontinental rail system. 

This $13,000,000 combined rail project, ac- 
cording to the San Francisco Chronicle, may 
be completed so that trains may run by the 
end of next year. In the Western Pacific 
end of the project there will be eleven or 
perhaps twelve tunnels, seven of which oc- 
cur in ten miles, but none of which is longer 
than 1,050 feet. The Chronicle comments as 
follows: 

“Careful attention has been paid to the 
elimination of grades on the new line. Cut- 
ting off from Keddie, the right of way is of 
such altitude it causes comment. 

“Engineers explained this allows for a 
through line and a connection with not more 
than a 2.2 per cent grade northbound and not 
more than a 1.8 per cent grade southbound.” 

President H. M. Adams, of the Western 
Pacific, termed the construction one of out- 
standing importance, the completion of which 
by connecting the Western Pacific and the 

reat Northern will create a new condition 
in the railroad system of the country, of ben- 
efit to the public chiefly because it will create 
a new all-rail route. 


= 


Conneéticut 


Charges against Commission 
Declared to Be Untrue 


ih by Professor Albert Levitt regard- 
ing enforcement of the grade crossing 
law by the Public Service Commission have 
been branded untrue by the attorney general’s 
office before the superior court. The court 
has been asked to pass upon the charges rath- 
er than to require the attorney general to 
aes the Commissioners to appear in court 
to show cause why they should not be re- 
moved from office. 

The trouble started some time ago when 
Professor Levitt, with other voters, filed a 
petition demanding that the attorney general 
proceed to have the Commissioners removed 
for failure to compel the removal of railroad 


crossings. The matter went to the highest 
court of the state, where it was held that 
the attorney general had no discretion to de- 
cide whether the charges were sufficient to 
justify such a proceeding, but that he must 
proceed if the allegations in the petition stat- 
ed facts which, if true, might justify the ac- 
tion. In regard to this latest move the 
Bridgeport Post says: 

“The attorney general’s office told the 
court it had made a thorough investigation 
of the allegations to determine whether there 
existed any substantial reasons for the t 
of legal steps to remove the Commissioners 
from office and as a result of this investiga 
tion found the following allegations of state- 
ments were manifestly untrue: That the 
railroads have not removed a single grade 
crossing under the provisions of § 3710 m 
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the past five years; the statement that the net 
earnings of the railroads in Connecticut since 
1924 was reported by the Public Utilities 
Commission are ‘clear profit’; that had the 
railroads removed or applied for the removal 
of at least one grade crossing each year for 
every 50 miles of road operated by them in 
this state, there would still have been ‘clear 
rofit’ to the railroads of nearly $4,000,000 
in 1925, over $6,000,000 in 1926, $7,000,000 in 
1927, and over $14,000,000 in 1928; that the 
financial condition of the railroads warranted 
the removal or application for the removal of 
at least one grade crossing each year for 
every 50 miles of road operated by them in 
this state; that the Public Utilities Commis- 
sion failed to enforce and obey the grade 
crossing act; that the Public Utilities Com- 


mission have been guilty of material neglect 
of duty. 

“The attorney general in his petition holds 
that as the representative of the state of Con- 
necticut and the people thereof on the grounds 
of public policy he should not be called upon 
to bring against the Commissioners of the 
Public Utilities Commission a complaint 
which seeks to oust them from their office 
based upon charges which he well knows to 
be untrue and furthermore he should not be 
compelled to bring such a complaint upon the 
receipt of a writing, signed by 100 or more 
electors of this state, entertaining allegations 
which he knows to be manifestly untrue un- 
til he has been granted an opportunity td 
attack the allegations of said writing on the 
ground that they are manifestly untrue.” 


e 


Distri&t of Columbia 


Retirements on Cost 
or Value Basis 


S IncE the Federal Government bought a part 
of the property of the Potomac Electric 
Power Company, the question has arisen 
whether the property should be taken out of 
the company’s account on the basis of its 
cost or the present value. The company, ac- 
cording to the Washington Post; wants to 
mark it off at the cost figure of $2,448,000, 
but the Commission has pointed out that the 
plant has been valued to include the incre- 
ment, with a consideration of going value and 
the replacement cost. 

The company has been operating under a 
plan by which each year a rate reduction is 
made to the extent that the revenues for the 
preceding year exceeded 73 per cent return. 
In keeping the basis for the return adjusted 
another question has come up in regard to 
depreciation. By taking accrued depreciation 
into account each year in readjusting the 
rates, an additional factor would be employed 
in reducing the electric bills of the custom- 
ets. The Commission has intimated that this 
would be a proper procedure. 

Objection has been made that the company 
adds to the rate base the cost of items of 
Property before they are actually in service, 
and the point has also been raised that the 
company adds to its rate base the cost of 
extra poles and wires for which the consum- 
ers pay, before the consumers are reimbursed 
for their outlay. The customers contribute 


= 


in the first place, and then, when other eon- 
sumers are added, refunds are made. 


+ 
Natural Gas to Be Used 


A contract has been agreed upon between 


the Washington Gas Light Comey 
and a subsidiary of the Columbia Gas 

Electric Company for bringing natural gas 
into Washington, according to an announce- 
ment to the Public Utilities Commission on 


August 20th. Both the Washington Gas 
Company and the Columbia Gas & Electric 
Company are controlled by the United Found- 
ers Corporation. 

Introduction of natural gas in Washing- 
ton, says the Washington Post, will not inter- 
fere with the company’s plan to lower gas 
rates. 

The gas standard has been fixed at 600 
British Thermal Units, which is said to be 
about the highest standard required for manu- 
factured gas in any large city in the coun- 
try. It has been contended by manufacturers 
that to get a gas of 600 British Thermal 
Units quality increases the cost out of all 
proportion to the cost of producing a gas of 
500 British Thermal Units. Despite the extra 
cost, however, the Post says, it is believed by 
company officers that any effort to reduce the 
quality would stir up such a protest as to 
injure the good will the new owners want to 
build up with the consuming public, and it is 
planned to accept the existing standard for 
the present. 
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Maine 


Sale of Electric Plant 


i ¥~ Cumberland Power & Light Company 
has asked Commission approval of its 
urchase from the Pepperell Manufacturing 

mpany of Biddeford of all of the property 
and equipment for generating electricity and 
steam owned by the latter company for 
$2,400,000. 

The company asked authority to issue 
$2,400,000 worth of 5 per cent bonds to con- 
summate the deal. If the sale and bond issue 


should be authorized, the Commission was 
asked to approve a contract by which the 
Cumberland Light & Power Company would 
furnish all electricity to the Pepperell plant 
at Biddeford for ten years and steam for five 
years, the electricity would be furnished at 
the rate of 1 cent per kilowatt hour the first 
forty-eight months and 8 mills for the bal- 
ance of the term. The minimum payment 
would be $120,000. 

The Commission, after a hearing on August 
22nd, took the matter under advisement. 
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Massachusetts 


5-Cent Fare Asked 


HoMAS F. Carroll, representative from 

Revere, according to the Boston Christ- 
tan Science Monitor, has sent a letter to the 
public trustees of the Eastern Massachusetts 
Street Railway Company suggesting that they 
follow the lead of the Boston Elevated in 
lowering short-haul fares by providing for 
a 5-cent fare within the city of Revere. 


He states that it is his impression that the 
Eastern Massachusetts Railway might well 
increase their earnings and ultimately fur- 
nish better service by increasing patronage. 
From observation and experience, he contin- 
ues, it would seem that a 5-cent intracity 
fare in Revere would be a step in the proper 
direction. This might be accomplished by 
means of books of tickets or separate strips 
of them. 


7 


Minnesota 


Toll Charge between Twin 
Cities under Attack 


OMMISSIONER Frank W. Matson of the 

Minnesota Railroad and Warehouse 
Commission, according to the St. Paul Pio- 
neer-Press, has announced that he would seek 
to have the Commission force abolition of 
telephone toll charges between St. Paul and 
Minneapolis if the Commission approves the 
sale of the Tri-State Telephone Company of 
St. Paul to the Northwestern Bell Telephone 
Company, which controls the Minneapolis 
properties. 

Although there may have been justification 
for this charge when the properties were 
separately owned, he believed that under the 
combined ownership the charge should be 
eliminated. He pointed out that every Min- 
neapolis exchange is linked directly with 
every St. Paul exchange at the present time, 
and that St. Paul and Minneapolis constitute 
one compact area for telephone service. He 
said that the mere existence of municipal 
boundary lines alone no more justifies a toll 


charge between cities than it would between 
wards or sections of either city. 

The sale of the St. Paul and suburban hold- 
ings of the Tri-State Company was an- 
nounced on August 13th by George W. Rob- 
inson, president of the Tri-State Company. 
Authority to proceed with the sale must be 
secured from the Commission. 

The Tri-State Company, according to the 
newspapers, has expressed its willingness to 
abolish the toll rates between the twin cities, 
but has pointed out that the service would 
have to be paid for by all subscribers. It is 
merely a question of how the service is to 
be paid for. If the public wishes to spread 
the cost over all telephone users that is said 
to be agreeable to the company. 

Eugene M. O’Neil, city attorney of St. 
Paul, according to the St. Paul News, warned 
the city council that it should take no action 
in regard to elimination of intercity telephone 
tolls without full investigation. To do so, he 
pointed out, might react to the detriment 0 
the majority of telephone users in St. Paw 
by increasing their charges. me 

There is under way a general investigation 
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of telephone rates by the Commission. This 
investigation was started as a result of the 
purchase of a controlling interest in the Tri- 


State Company by Theodore Gary & Com- 
pany, which paid $200 a share for 80 per cent 
of the corporation stock. 


New Jersey 


Broadcasting Application 
before Commission 


HE Public Utilities Commission has been 
7a an application of the Atlantic 
Broadcasting Company for permission to 
erect a 50,000-watt broadcasting transmitter 
for station WABC in Wayne township. Op- 
position to the station was led by Duane E. 
Minard, special deputy attorney general, rep- 
resenting the state of New Jersey. Senator 
Emerson Richards appeared as counsel for 
the petitioners. 

The rapid development of the radio art, 
says the Newark Star-Eagle, was demon- 
strated at one of the hearings when E. H. 
Sommer, a radio dealer, classed radio re- 
ceivers four years old as “ancient.” He tes- 
tified that only those persons equipped with 
modern receivers could hope to eliminate in- 
terference from high-powered broadcasting 
stations. The opinion was expressed by wit- 
nesses that the establishment of the proposed 
station would make it necessary for a large 
number of listeners to purchase new receiv- 
ers or forego the pleasure of listening to ra- 
dio programs. 


Cost of Moving Wires and Pipes 
for Station 


A DISPUTE arose last month over the ques- 
tion who should bear the cost of mov- 
ing conduits, wires, and pipes to make way 
for the City Railway and the Pennsylvania 
station in Newark. Then Edmund W. Wake- 
lee, vice president of Public Service, stated 
that the company was willing to bear a por- 
tion of the cost although later negotiations 
would have to determine what portion. 

This statement followed a declaration by 
Mayor Congleton that the city was prepared 
to defend in the courts its contention that 
Public Service should bear the brunt of the 
cost involved. Mr. Wakelee, according to 
the Newark News, said he did not consider 
fair the criticism of the city and Public Serv- 
ice for failure to incorporate in its city rail- 
way lease agreement any provision for the 
moving of the wires. The lease agreement 
was between the city and Public Service Co- 
ordinated Transport while most of the wires 
and conduits are the property of Public 
Service Electric & Gas Company, which was 
in no way a party to the lease agreement. 


New York 


to the legislature on January 15th after the 


Water Power Commission 
Appointed 


oS pers Roosevelt has announced the ap- 
J pointment of five members to the com- 
mission which was authorized by the legis- 
lature to prepare a plan for development of 
the state-owned hydroelectric resources on 
the St. Lawrence river. The Commissioners 
are directed first to study the feasibility of 
State development. 
he members appointed by the Governor 
are Representative Davenport, of Clinton, N. 
» Thomas H. Conway, Julius Henry Cohen, 
counsel to the port authority of New York 
and New Jersey, Samuel L. Fuller, and 
Professor Robert M. Haig of Columbia 
‘iversity, who will be chairman. 
report by the commission is to be made 


reconvening of the legislative body. It is 
said that if the members of the commission 
find state development not feasible, they may 
submit another plan. 


> 


Cut in Train Service 
Stirs Opposition 


| ee requirements of the New York, 
Westchester & Boston Railway came into 
the limelight with the inauguration of Com- 
mission hearings as the result of a cut in 
train service. New York city and other mu- 
nicipalities along the White Plains line, Port 
Chester line, and Mt. Vernon spur objected 
to the reduced service. 
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A ‘falling off in revenues and passengers 
during the past six months was given as the 
feason for the curtailment. One witness said 
that there had been a drop of about 90,000 

rs during the first half of this year 

w the total for the same period in 1929. 

He testified that economies effected would 
create a saving of only about $150,000 to 
$200,000 a year as against a deficit of $2,000,- 
000. These figures were attacked by the mu- 

i representatives. 

j B. Maltbie, chairman of the Public 
Service Commission, has ruled that the Com- 
mission has full power to pass on the reason- 
ableness and adequacy of the service in the 
event that the railroad succeeds in proving 
that its franchises do not control. 


Police Drive on Unauthorized 
Bus Drivers 


HE New Rochelle police last month is- 

sued summonses to Yonkers bus owners 
and drivers under the law requiring consent 
of cities and authority from the Public Serv- 
ice Commission to operate. 

It was charged that the drivers violated § 
66 of the Transportation Corporation Law, 
but the bus companies, it is understood, urge 
that the legal formalities required by this law 
may be dispensed with when the business is 
temporary or seasonal. This raises a new 
question as to the meaning of the Transpor- 
tation Corporation law. 


e 
Ohio 


Cars Ordered to Stop 
at City Limits 


“fi, Cnnees has developed between the 
city of Bellevue and the Lake Shore 
Electric Railway over a street paving propo- 
sition. Several weeks ago, says the Fremont 
Messenger, the Bellevue council instructed 
the prosecuting attorney of Huron county to 
file ouster proceedings in common pleas court, 
which, if carried into effect, would prevent 
the rail line from operating inside the city 
limits. The Messenger continues: 

“This action, it appears, has been counter- 
acted by a ruling of the Public Utilities Com- 
mission that it has control over affairs of util- 
ities and that the rail line cannot be moved 
without its sanction. 


“The latest development is in the form of 
an ordinance adopted by the Bellevue council 
in which all L. S. E. Ry. cars are compelled 
to come to a complete stop before entering 
the corporation limits of the place, police hav- 
ing orders to carry out demands of the mu- 
nicipal law. 

“Agitation to force the traction company 
to remove its tracks from the main street of 
the community is said to be due to the fact 
that the rail concern refused to satisfactorily 
pave its portion of the street. 

“During a conversation in Fremont several 
days ago, Harry Rimelspach, claim agent and 
vice president of the L. S. E. Ry., said that 
his company was not worried over the Belle- 
vue affair and that the city might lose the 
railway much sooner than it expects.” 

Local feeling is said to run high. 


e 


Pennsylvania 


Industries Lose by Failure of 
Freight Rate Compromise 


A= attempts to compromise Pittsburgh’s 
so-called $2,000,000 iron and steel short- 
haul freight rate case, says the Pittsburgh 
Press, have been abandoned, and the case 
must go to a decision before the Pennsylvania 
Public Service Commission. This paper adds: 
“Recent increases in short-haul iron and 
steel rates, penalizing steel companies of this 
district more than $5,000 a day in higher 
rates, are being fought by about 60 steel 
companies of the district, with the aid of the 
Pittsburgh Chamber of Commerce. 


“Railroads serving the district had offered 
a compromise, terms of which had not been 
made public, but which were understood to 
be favorable to the shippers’ cause. 

“Now, however, it is understood that the 
Interstate Commerce Commission, which or- 
dered the changes resulting in the increases 
in this district, has informed the railroads 
that it could not countenance or aid in a set- 
tlement. Conferences with the Interstate 
Commerce Commission would have been ¢s- 
sential.” : 

The shippers are asking the Commission to 
reduce the rates to the level in effect | 
fore May 20th when the increases went into 
effect. Such reduction, he said, is essential 
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if Pittsburgh is to compete effectively with 
other mid-west steel-making centers. Final 
hearings were concluded by the Commission 
on August 13th, but according to the papers 
it is not believed the Commission can hand 
down a decision before the middle of October. 
By that time the increased rate will have cost 
Pittsburgh industry probably $750,000 even in 
case of a favorable decision by the Commis- 
sion. 


” 


Compromise Sought on 
Electric Valuation 


NGINEERS of the Public Service Commis- 
sion and the Scranton Electric Company 
last month in order to avoid delays held a 
series of conferences in order to adjust the 


valuation and depreciation figures of the va- 
rious estimates presented before the Com- 
mission. The Commission had ordered the 
company to show why its rates should not be 
reduced. 

The figures to be reconciled showed differ- 
ences of more than $3,000,000 on the rate- 
base value of the company’s properties, ac- 
cording to the Bethlehem Times. The com- 
pany’s estimate of the depreciated value was 
$27,977,786, while that of the Commission’s 
engineers was $24,907,083. The Times states 
that a decrease in rates is almost certain to 
result, in view of the fact that counsel and 
officers of the electric company have formally 
admitted at the hearings that the present 
rates should be reduced. Officers of the com- 
pany, says the Harrisburg Telegraph, stated 
that they were considering a new lower rate 
schedule when the Commission began its ac- 
tion. 
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Washington 


City Meets Snag in Refinancing 
Railway 


 yrtemdy chances for refinancing its Mu- 
nicipal Street Railway debt through a new 
issue of long-time utility bonds, says the 
Seattle Times, at present are decidedly slend- 
er. This paper does not take a very hopeful 
view. It continues: 

“This is the picture of the situation pre- 
sented today by Mayor Frank Edwards, prime 
mover in the refinancing efforts, as a result 
of further conferences with investment bank- 
ers and advisors closely in touch with the 
bond market of the country. 

“With the Street Railway Department 


problem again acute because of its inability 
to cover its current payroll with cash from 
revenues and at the same time to meet mi- 
nor bond and interest payments, despite the 
two-year moratorium on its major debt in- 
stallments, arranged by Mr. Edwards himself 
a few months ago, an entirely new program 
of relief probably will have to be devised.” 

Efforts headed by the mayor, says the 
Times, have been under way for more than 
a year to assure a satisfactory market for 
about $10,000,000 in new street railway bonds, 
payable in about twenty years. This, it was 
figured, would wholly retire the balance of 
nearly $9,000,000 still owing to the Puget 
Sound Power & Light Company on the pur- 
chase price of the system. 





The Latest Utility Rulings 


Cotorano Commission: Re 
Valley Natural Gas Co. 
1506; Decision No. 2998.) The Commission 
teafirmed its decision that it is not necessary 
to compel a distributing gas utility to secure 
the cheapest available source of supply at all 


Arkansas 
(App. Nos. 1505, 


times. (Reviewed in this issue.) 

Cotorano Commission: Re Hall Truck 
Co. (App. Nos. 1384, 307-AA.) Although 
the territorial om granted by the Commis- 
sion in a certificate of convenience and 
necessity to a motor trucker appeared to be 
larger than originally asked for by the 


applicant, such additional authority was held 
to have been abandoned by the failure of the 
carrier to serve in the added territory. 


Cotorapo Commission: Re Webb. (App. 
No. 1577.) The Commission held that public 
convenience and necessity required the exer- 
cise by Mr. Webb of powers to be contained 
in a permit if and when granted by the 
Federal Power Commission, authorizing the 
development of a power site at the lower 
end of Lake San Cristobal, as well as the 
construction of certain transmission lines in 
the vicinity of Lake City. 
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Greorcia ComMIsSION: Re Georgia Power 
Co. The electric company was ordered to 
show cause why (on Sept. 2nd) it should 
cut its rates 50 per cent in Crisp county in 
order to compete with the municipal plant of 
the city of Cordele. (Reviewed in this 
issue.) 


Intrnois Commission: Cook County v. 
Indiana Harbor Belt Railroad Co. (No. 
19526.) Although Citing its own author- 
ity to determine whether the expense of the 
separation of railroad grades should be 
borne entirely by one of the companies, or 
whether there existed a valid contract giving 
rights to another railroad company and a 
municipality involved, the Commission held 
that it was undoubtedly authorized to deter- 
mine the necessity for the proposed im- 
provement and to apportion the cost among 
the parties concerned as might generally 
appear reasonable leaving them to enforce 
their contract rights if any in the proper 
tribunal. 


Ixurno1s Commission: Peoples Gas Light 
& Coke Co. (No. 20175.) A gas utility 
was permitted to change the form of its 
rate schedule so that instead of charging 
for the number of cubic feet of gas used, 
rates hereafter will be calculated in terms of 
therms, a therm being a unit of heat value 


equal to 100,000 British Thermal Units. This 
is a rate experiment long sought for by gas 
rate experts, and its results will be watched 
with great interest. (Reviewed in this is- 
sue.) 


Int1nors Commission: Re Super Power 
Co. of Illinois. (No. 19747.) In granting 
authority for the construction of a trans- 
mission line from Blackstone, in Livingston 
county, to Powerton, Illinois, the Commis- 
sion refused to entertain a proposal by 
objectors to the application to construct the 
line over a different route along section or 
half section lines in view of the fact that 
such proposed route would be 33 miles longer 
and would encounter a number of public 
highways with telephone and telegraph lines 
causing probable inductive interference. 


Itttnois SupREME Court: White County 
v. Louisville & Nashville Railroad Co. (No. 
20073, 172 N. E. 22.) An order of the 
Commission requiring a railroad to repair a 
highway bridge was held to be unwarranted 
where trains were operated over a high 
trestle crossing the railroad and such con- 
struction did not affect the highway in any 
manner. 


Iowa SupreEME Court: Jowa Railway & 
Light Corp. v. Lindsey. (No. 39893.) 
Where an electric company was authorized 
by the Railroad Commissioners to construct 
electric transmission lines on a highway, the 


county commissioners were held to be with- 
out power to locate poles so that part of 
construction would overhang adjoining land. 


Marine Supreme Court: Gilman v, 
Somerset Farmers Co-operative Telephone 
Co. (No. 1230.) An order of the Maine 
Commission compelling the physical connec- 
tion of two telephone companies was held 
to be unconstitutional’ where one of the 
companies was compelled to transfer mes- 
sages originating on its own lines and 
destined to a point served by the other com- 
pany to the latter’s lines “at the exchange 
nearest the origin of the message.” The 
court stated that the originating company 
should have the right to use its own lines to 
carry the message as near the destination as 
possible before transferring it. 


MAssAcHUsETts CoMMIssION: Re Edison 
Electric Illuminating Co. (D. P. U. 3642.) 
Upon complaint by the mayor of Boston and 
numerous other municipalities against the 
rates charged for electricity, particularly in 
the operation of heavy duty household appli- 
ances, the electric company’s general com- 
mercial and residential small power rates 
were reduced to 74 cents per kilowatt hour, 
causing an estimated reduction in the com- 
pany’s income of approximately $1,300,000 a 
year. The Commission believed that with 
the gain in business which might be reason- 
ably expected that the reduction would not 
impair the credit of the company or deprive 
it of earnings sufficient to pay dividends 
adequate to maintain its stock in the market 
at at least $215 per share, which is the high- 
est figure at which it has been required, 
under Massachusetts laws, to offer increases 
in its stock to its holders. 


Missournt Commission: Re Springfield 
City Water Co. (Case No. 6252.) In allow- 
ing a rate increase of approximately 24.7 per 
cent of the gross revenues of water sales 
so as to yield a return of approximately 7 
per cent, the Commission found that the 
present fair value of the property involved 
was $3,350,000. In determining the value of 
the water company’s land, the Commission 
ruled that it should be appraised at the fair 
normal market value of other land in the 
immediate vicinity, and not upon the fact 
that the property was beautifully land- 
scaped, and that the reservoirs on same 
formed attractive lakes that would make the 
property very desirable for resort purposes 
or summer cottages. 


MonTaNA Supreme Court: Great North- 
ern Utilities Co. v. Commission. The power 
of the Commission to fix minimum as well 
as maximum utility rates so as to prevent 
rate wars was held to be validiy founded in 
statute and not violative of the state or 
a Constitution. (Reviewed in this ts- 
sue. 


376 





 Guceen 62 2m Oh am cite Gee 


neo moe @ eo aoe we 


PUBLIC UTILITIES FORTNIGHTLY 


New Jersey Commission: Fox-Crest, Inc. 
y. Public Service Electric & Gas Co. An 
electric company was ordered to refrain from 
enforcing any general rules and regulations 
by means of which it would prevent the 
installation of electric wires along the rear 
property lines in residential sections. A com- 
plaint asking that the company be ordered 
to install its lines in such a manner was 
sustained. 


New York Pustic Service CoMMISSION: 
Re Jamestown Motor Bus Transportation 
Co. (Case No. 4304.) This bus company is 
a subsidiary of the Jamestown Street Rail- 
way Company and the Chautauqua Traction 
Company, and was authorized to operate from 
the village of Lakewood to the city of James- 
town, instead of railway service previously 
rendered. The objection of an existing 
carrier was overruled in view of the fact 
that the change simply involved a substitu- 
tion of existing service and no new service 
would be rendered. 


New York Pustic Service CoMMISSION : 
Re Schenectady Rapid Transit, Inc. (Case 
No. 6297.) ermission was given to the 
petitioner to charge increased passenger fares 
on its busses operating in Schenectady, so as 
to co-ordinate its rates and service with the 


service rendered by the Schenectady Railway 
Company now in the hands of the Federal 
receivers. 


New YorK Supreme Court: Colonial 
Motor Coach Corp. v. Cayuga Omnibus Corp. 
(243 N. Y. Supp. 145.) A bus line operating 
between Syracuse and Auburn was not per- 
mitted to reroute its service between the 
same terminals although claiming an emer- 
gency making such change necessary, in the 
absence of authority from the Commission, 
and its operation in such a manner was en- 
joined upon suit by a competitive bus com- 
pany. 


PENNSYLVANIA ComMMISSION: National 
Plate Glass Co. v. Pennsylvania Railroad Co. 
(Complaint Docket No. 8176.) A complaint 
asking for reparation because of alleged 
excessive railroad freight payments and 
based solely on a previous finding of the 
Commission as to the unreasonableness of 
such rates, and awarding reparation accord- 
ingly, was held not to be sustained in the 
absence of further evidence of the unreason- 
ableness of the rate in question, where such 
ormer finding of the Commission had been 
held invalid as beyond the power of the 
Commission by a superior court. The pro- 
ceeding was continued for the taking of 
further evidence. 


SoutH Dakota Commission: Re Bab- 
cock. (Report 1013-A, 360-B.) A certificate 
of convenience and necessity issued to co- 
partners operating as motor carriers in inter- 
state commerce was revoked on evidence 
showing their failure to abide by tariffs and 
schedules of rates on file with the Commis- 
sion; their failure to make proper returns as 
required by law, and other irregular and 
discriminatory practices. 


SoutH Daxotra Commission: Re Chicago, 
Milwaukee, St. Paul & Pacific Railroad Co. 
(No. 5957.) A statutory provision granting 
authority to the Commission to authorize the 
abandonment of an agency station, having a 
total income of “less than $1,000 for a con- 
secutive three months” was construed to 
mean an income of less than $1,000 per 
month, rather than $1,000 for the entire three- 
month period mentioned. 


Wisconsin Commission: Bangor v. Chi- 
cago, Milwaukee, St. Paul & Pacific Railroad 
Co. (R-2359.) Action of the village of 
Bangor in passing a resolution affecting the 
protection of a crossing situated outside of 
the village limits was held to be illegal. The 
proposal of the railroad company to. substi- 
tute flash lights for crossing gates, although 
admittedly effective, was denied in view of 
the united opposition on the part of the local 
governmental units and individuals living in 
the vicinity of the crossing involved. 


Wisconsin CoMMIssION: Haines v. Saw- 
yer & Western Telephone Co. (U-3990.) A 
so-called mutual telephone company main- 
taining a switching connection with other 
telephone companies was for that reason held 
to be a public utility and as such was not 
permitted to require the purchase of stock 
by a subscriber as a condition precedent to 
the extension of service. 


Wisconsin Commission: Re Bloomer 
Electric & Water Co. (U-4004.) The Com- 
mission on its own motion and investigation 
found that the utility was earning an exces- 
sive rate of return, and a revised schedule 
of rates proposed by the city of Bloomer was 
ordered to be placed into effect. 


Wisconsin CoMMIssION: Re Wisconsin 
Power & Light Co. (U-4005.) The im- 
position of a higher service charge to an 
electric customer served from one section 
of a rural extension line than upon a custom- 
er served from another section was held to 
be discriminatory where the line was built 
as a unit, and where the cost of service to 
all customers served from it was the same. 
A common service charge to such customers 
was accordingly ordered. The charge should 
be the same to all served at the same cost. 


Nore.—The cases above referred to will be published in full or abstracted 
in Public Utilities Reports. 
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“Thermic” Gas Rates for Chicago 


oR a considerable time now, a num- 

ber of rate experts have been tell- 
ing the gas industry that its method of 
computing rates should be changed. 
Gas in this country is at the present 
time generally measured by cubic feet— 
usually at so much per thousand cubic 
feet. Perhaps that was a fairly prac- 
tical yardstick in bygone days when 
nearly every city used artificial gas. 
Now, however, the improvement in the 
development and transmission of nat- 
ural gas with its superior heating qual- 
ities is making this supply either in 
pure or mixed form available for an 
increasing number of communities. 

In the August 21st issue of Pusiic 
Utitities FoRTNIGHTLY there were 
published comments by Mr. E. R. 
Weaver, chief of the gas chemistry 
section of the U. S. Bureau of Stand- 
ards, and Mr. Martin T. Bennett, gas 
engineer of the Wisconsin Railroad 
Commission, to the general effect that 
rates should be so charged as to take 
cognizance of the heating value of the 
gas supplied. 

Mr. Weaver pointed out the advan- 
tages that would accrue to the utility 
from the change by gaining both free- 
dom and opportunity from this more 
flexible rate criterion. 

Notwithstanding such endorsement 
by these and other noted rate experts, 
the utilities and Commissions in this 
country have not seemed very anxious 
to put the reform into practice, al- 
though it has a long and honorable 
record of successful operation in Eng- 
land. 

As far as can be hastily ascertained, 
it remained for the Peoples Gas Light 
& Coke Company to adopt the recom- 
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mendation of the U. S. Bureau of 
Standards in this regard. The recent 
proposal has the endorsement of the 
Illinois Commission and the rates went 
into effect in Chicago on August 1, 
1930. 

The new rates involve no actual in- 
crease or decrease in the charge for 
service, but consist merely of a revision 
in form to conform with the “thermic 
measure.” In order to accomplish this, 
the new rates are stated in terms of 
“therms,” a therm being a unit of heat- 
ing value equal to 100,000 British Ther- 
mal Units. 

For the present, the meters will be 
read as heretofore upon the basis of 
the number of cubic feet of gas used. 
The volume of gas indicated by the 
reading will then be calculated in therms 
in accordance with a table based upon 
the heating value standard by the Com- 
mission. Of course, this is only the 
first step in this direction. 

Ultimately, there will be experiments 
made with meters reading directly in 
therms instead of cubic feet. Mean- 
while, however, the success of the Chi- 
cago experiment is being watched with 
great interest by all concerned with the 
further development of the service. 

Of course, nearly all of our State 
Commissions having power to supervise 
gas service have adopted standards of 
heating content for gas. Their stand- 
ards vary from 420 B.T.U. to 660 
B.T.U. The thermic measure, however, 
will have the effect of charging the cus- 
tomer only for heating value actually 
received and the fluctuation of the 
B.T.U. content would accordingly make 
no difference to the pocketbook of the 
average customer. 
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A New Rate War in Georgia 


HE sound of a new rate battle 

between a privately owned utility 
and a municipal plant comes from the 
state of Georgia. The combatants ap- 
pear to be the municipal electric plant 
of the city of Cordele, operating in 
Crisp county, and the Georgia Power 
Company, functioning in the same ter- 
ritory. If this were all, there would 
be no news value to the matter, but the 
intervention of a third party—the 
Georgia Public Service Commission— 
makes the situation of more than pass- 
ing interest. 

According to P. S. Arkwright, presi- 
dent of the Georgia Power Company, 
the municipal authorities struck the first 
blow by a drastic rate reduction in Crisp 
county. Mr. Arkwright said “their 
deliberate purpose apparently is to de- 
stroy our business in Cordele and Crisp 
county.” 

Claiming to act in self-defense, so as 
to protect an investment of several hun- 
dred thousand dollars in that neighbor- 
hood, the company cut all energy rates 
50 per cent. This brought the matter 
to the attention of the Georgia Com- 
mission. 

The Commission issued an order for 
the company to show cause on Septem- 
ber 2nd why its rates throughout the 
state should not be at the same level. 
Chairman James A. Perry, in promul- 
gating the order, made the following 
oral statement : 


“One of the things on which the law 
regulating public utilities is most explicit 
is the requirement that there shall be no 
discrimination in favor of one community 
over another, and this appears to be a case 
of discrimination.” 


This is likely to precipitate an issue 
that will bear watching. Georgia and 
the neighboring state of Alabama have, 


through their Commissions, both adopt- 
ed a policy of more or less state-wide 
uniform electric rate fixing. Both 
Commissions have jurisdiction over 
private companies, but, like nearly all 
other southern states, neither Commis- 
sion has power to regulate the rates of 
municipal plants. 

Confining our attention to Georgia, 
it is obvious under this condition of 
the law that the private company is go- 
ing to be at a disadvantage. Of course, 
the right answer to the problem would 
be to give the Commission authority 
over the municipal plant as well, but it 
would be a long while before such a 
legislative reform could be achieved, if 
ever. What will the Georgia Commis- 
sion do now? That is the immediate 
question. 

Will the Commission suspend its pol- 
icy of state-wide uniform rate making 
for the private company in Crisp Coun- 
ty and give the company a free hand to 
battle it out with the municipal plant 
on even terms without one-sided inter- 
ference? Or will the Commission feel 
that the right of the consumers through- 
out the rest of Georgia to a nondis- 
criminatory rate is superior to what- 
ever annoyance the company might suf- 
fer from municipal competition in Crisp 
county ? 

The result of this controversy should 
indeed be of great regulatory interest. 
Some day after we have had more regu- 
latory situations such as exist in Crisp 
county, the legislatures of some of our 
states may see the folly of placing their 
Commissions in the embarrassing posi- 
tion of having either to permit whole- 
sale discrimination by utilities in order 
to engage in rate wars, or else to hold 
one of the combatant’s hands while its 
adversary showers him with blows. 


Montana Commission Given Right to Impose 
Minimum Rate 


pees of rate wars, the Montana 
supreme court seems to be the new- 
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est tribunal to sustain the power of the 
State Public Service Commissions to 
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fix minimum as well as maximum util- 
ity charges so as to prevent rate cut- 
ting by competitive utilities. 

While this holding is strictly in line 
with a well-established regulation prin- 
ciple, it is well to remember that this 
principle is not universally accepted. 
There yet remains a small coterie of 
states where the legislative policy ap- 
pears to encourage rather than dis- 
courage competition between utilities. 

Heretofore the position of Montana 
was not clearly defined. If anything, 
the legislative policy of the state seemed 
to lean towards open competition—at 
least, that is what one would naturally 
suppose offhand in reading the follow- 
ing passage from the court’s opinion: 


“Many of the states have enacted stat- 
utes designed to prevent the very situation 
now existing at Shelby, by requiring a 
utility, before it commences the construc- 
tion of any part of its plant, to procure 
from the Commission a certificate of pub- 
lic necessity or convenience. Thus far, our 
legislature has enacted no such statute, 
and, therefore, the Commission may not 
prevent several utilities, each dealing in the 
same product, from entering the same 
field, although one may be amply suffi- 
cient to serve the needs of such com- 
munity.” 

This, of course, has nothing to do 
with rate fixing, but one might reasona- 
bly argue that if a legislature intended 
to permit two utilities to occupy terri- 
tory only big enough for one, they also 
intended to permit them to fight it out 
without interference as long as rates 
did not exceed a reasonable maximum. 

As the court intimates, the trouble 
started at Shelby, Montana, where the 
Great Northern Utilities Company and 
the Citizens Gas Company are render- 
ing service in competition with each 
other. After both utilities had filed 
with the Commission maximum rates, 
which were presumably reasonable, the 
Great Northern suddenly announced a 
drastic cut. The Citizens Company 
complained to the Commission that the 
cut was not due to its competitor’s gen- 
erosity, nor made in good faith. It 
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claimed that the reduction was intended 
solely to run it (the Citizens Company) 
out of business. 

After holding hearings, the Commis- 
sion was inclined to agree with the com- 
plainant and ordered the Great North- 
ern to jack up its rates to a level based 
upon a “reasonable relation to the cost 
of service.” 

This order precipitated the court pro- 
ceedings which resulted in the latest 
decision. The court saw two questions 
in issue: First, did the Commission 
have statutory authority to fix mini- 
mum as well as maximum rates? Sec- 
ondly—assuming the statutory author- 
ity—did the fixing of minimum rates 
violate the state or Federal constitu- 
tional rights of the Great Northern 
Company ? 

In determining the first point in 
favor of the Commission, the court ob- 
served that the statute gave to the Com- 
mission authority to supervise not only 
utility rates but also utility service. It 
was pointed out that service rendered 
at a rate below the cost of production 
was bound to result in either a cessation 
of service or a recoupment of rates. 
The court imputed to the legislature the 
conclusion that intermittent service is 
as costly and at least equally detrimental 
to the public interest as is an exorbitant 
charge. 

The court stated : 


“It is an inexorable law that if more is 
taken out than is put in, regardless of how 
large the surplus, the supply will eventually 
be exhausted. Thus, if the utility may sell 
its product at a loss, then the provisions 
of the statute are rendered impotent, for 
the Commission is unable to regulate the 
character of service to be rendered.” 


Likewise, the constitutional objec- 
tions were resolved in favor of the 
Commission’s position, the court re- 
marking upon the similar powers exer- 
cised by the Interstate Commerce Com- 
mission as the result of an act of Con- 
gress that has often met constitutional 
tests imposed by the United States Su- 
preme Court. 
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Distributing Utilities Are Not Compelled to Obtain 
Cheapest Wholesale Supply 


GAIN the Colorado Commission 

has taken the position that it is 
not necessary, in authorizing natural 
gas service, to impose as a condition, 
that the company must take advantage 
of any future opporunity to obtain its 
source of supply at a lower wholesale 
rate and exercise diligence in finding 
out about such bargains. 

This ruling appears to be the third 
and final chapter, as far as this Com- 
mission is concerned, in a development 
of regulatory law that is likely to be- 
come a precedent. It was made in the 
case of the Arkansas Valley Natural 
Gas Company. 

Some months ago the Commission 
granted to the Arkansas Company a 
certificate to operate a natural gas 
company in the city of Los Animos. 
The company had tentatively con- 
tracted with a wholesale carrier supply- 
ing gas in interstate commerce at a 
specified rate for twenty years. Al- 
though the Commission could see noth- 
ing wrong with the wholesale rate at 
the time, the question arose whether 
this rate would always be considered 
reasonable—whether or not the term 
contract would not have the effect of 
“freezing” the rate structure. 

To take care of these objections the 
following clause was put into the orig- 
inal certificate : 


“If and when the applicant can obtain a 
sufficient quantity of natural gas of the 
same quality from any other source than 
now available, at materially lower rates 
than provided for in a contract between 
the Colorado Interstate Gas Company and 
the Arkansas Valley Natural Gas Com- 
pany, dated Nov. 27, 1929, that it then will 
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be required to do so and to give the con- 
sumers the benefit of such a materially 
lower rate.” 


Serious objections were raised against 
this treatment of the matter. It was 
argued that it embarrassed and ham- 
pered the distributing company in ob- 
taining any wholesale supply on stable 
terms. Accordingly, in a similar pro- 
ceeding a short while later by the Pub- 
lic Service Company, the Commission 
expressly reversed itself and declined 
to insert the condition in the Public 
Service certificate. 

This action, naturally, caused the 
Arkansas Company to ask the Com- 
mission to show similar favor towards 
it. In the latest proceeding, by a 2 to 
1 decision (Chairman Bock dissenting), 
the Commission has reaffirmed its rul- 
ing in the Public Service case. The 
Commission said, in the course of its 
opinion : 

“That this Commission may at any time 
in any rate case omit from the rate base 
such expense as is shown to have been in- 
curred improvidently or in bad faith is, 
we believe, quite clear. There is no reason 
whatever why this proposition does not 
apply with equal force to contracts in re- 
spect of interstate commerce. No author- 
ity that it does not apply can be found. 
The imposition at this time of the condi- 
tion in question doubtless would not affect 
the legal standing of the contract which 
jose! distributing company already has 
made. 


There is very little authority exactly 
in point on this question, and this final 
thought of the Colorado Commission 
will undoubtedly receive much consid- 
eration by other tribunals when similar 
situations arise. 


Esthetic Values in Utility Regulation 


2 pe regulation make any allow- 


4/7 ance for art and beauty? This 
1s a broad question and it deserves a 
broad answer. The answer is Yes and 
No. The ideals of art and beauty have 
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very often clashed with the necessities 
of grim reality, and it is not unusual to 
find the esthetic element intruding 
itself even upon the sphere of utility 
regulation. 
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Ever since, and possibly before, the 
English writer Ruskin lamented the in- 
vasion of railroad systems because he 
saw in them hideous blots on the beau- 
tiful English landscape, outweighing 
their value as carriers, we have heard 
people lament the unsightly aspects of 
public service facilities. Transmission 
lines and trolley poles have been de- 
cried as eyesores. 

On the other hand, many railroad 
terminals, such as the Union Station 
at Washington, have been lauded as 
edifices of great beauty. Practical men 
often have as little patience with the 
persistent zsthete as the art lovers 
have for the “ogres of commerce.” But 
the love of the beautiful is an ideal just 
as deepseated in human nature as 
service and much older. We must re- 
member that the arts reached compara- 
tive perfection when science was still 
in swaddling clothes, which goes to 
show, if anything, that mankind wants 
beauty first and efficiency afterwards. 

Be that as it may, a recent ruling of 
the Attorney General expressly forbids 
the Federal Power Commission from 
giving any consideration to scenic 
beauty in determining the convenience 
and necessity for hydroelectric develop- 
ments. On the other hand, State Com- 
missions have refused to rule out as 
“non-useful property” ornate power 
stations and other utility buildings and 
structures merely because “an adequate 
property” might have been erected for 
less money. 

It is probably due to this liberality 
in permitting utilities to capitalize the 
value of handsome properties (within 
reasonable limits) that the offices of 
many gas, electric, and _ telephone 
companies are among the finest civic 


buildings in existence in this country. 

The rule in this regard is that the 
manner and method of the construc- 
tion of a property will be left to a 
utility’s discretion and unless manifest- 
ly abused, the result will be included in 
the utility’s rate base. Any different 
rule would result in compelling utilities 
to erect the ugliest and plainest of 
structures. 

There is a limit, however, to the 
computation of such values. Beautiful 
property, of course, increases surround- 
ing values. What about this “unearned 
increment” where the utility itself owns 
the surrounding properties ? 

This question came before the Mis- 
souri Commission very recently when 
it was ascertaining the rate base of the 
Springfield City Water Company. The 
water company’s reservoirs had made 
the surrounding land, which also be- 
longed to the water company, so at- 
tractive that real estate men appraised 
the land at a price too fancy to suit the 
Commission. 

In moderating these findings the 
Commission said : 


“In matters of this kind, land should be 
appraised at the fair normal market value 
of similar land in the immediate vicinity. 
The Commission’s engineers did not so 
advise the appraisers, and several of these 
gentlemen have testified that their values 
were based in some instances on the facts 
that the property was beautifully land- 
scaped, and that the reservoirs on same 
formed attractive lakes that would make 
the property very desirable for resort pur- 
poses or summer cottages. 

“The depositions show that a very con- 
siderable number of owners of large tracts 
of land adjacent to and near the company’s 
reservoir sites place an entirely different 
value on these lands as well as their own 
lands and their testimony is substantiated 
by a few sales.” 





—_ SAW @ sign in one of the Omaha street cars, in Omaha, 


which read: ‘Don’t talk to the motorman.’ 
It depicts a common attitude. 


a very proper sign. 


That is 
We 


are all of us too busy operating our own machine down 
the busy streets of life to stop and visit.” 
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LOOK LIKE? 


OT so many years ago, poles were 
solely an engineering problem. No 
one gave much thought to their appearance. The 
poles were there for a specific purpose—and they 
served that purpose. 


But Union Metal engineers had definite ideas as 
to how a modern pole should look. They put 
these ideas to work. And so, after years of re- 
search and designing, the Fluted Steel Pole was 
developed. 


Here was a pole made for the modern city, 
gauged to the tempo of 200-foot boulevards, air- 
ports and skyscrapers. A pole that did its work 
surely but unobtrusively. 


So well is this pole designed that it blends into 
the background of city streets—becomes a part 
of the city plan. 


As for strength, Union Metal Heavy Duty Poles 
often replace two old style poles. They support 
trolley-span wires, street lighting units, distribu- 
tion lines and other electrical equipment. One 
type of pole carries all services. 


Many of the largest utilities in the country have 
installed these distinctive poles for they realize 
that by so doing they are contributing to the City 
Beautiful movement. Detroit, Cleveland, Pitts- 
burgh, New Orleans, Los Angeles and Topeka are 
typical of the larger cities which are benefiting 
from this modern equipment. Each installation 
means a better looking street, an uncluttered 
eurb.. To the utilties it means economical pole 
lines, uninterrupted service—and the building of 
permanent good will. 
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WEBSTER WAGNER, inventor of the famous Wagner palace and sleeping cars, 
(killed in a railroad accident in 1882) was born in Montgomery Co., N. Y.; 1817. 





F 


All records for mail service were broken when a U. S. stage coach careened into 
Los Angeles from St. Louis in 17 days, 6 hours, and 10 minutes; 1859. 





9 MEMO.: The National Association of Railroad and Public Utilities Commissioners 
will open in Charleston, S. C., for a four-day session, November 12, 1930. 





Work on the first Atlantic cable was begun in Valentia, Ireland, 1857; the first 
message was sent over it exactly a year later, 1858. 





Bostonians issued solemn warnings against the new-fangled notion of steam engines 
on the ground that “their unholy speed would lead to concussion of the brain”; 1827. 





The first securities of a public service corporation to be listed on the N. Y. Stock 
Exchange were those of the Mohawk & Hudson Railroad, 1830. 





The New York Central Railroad opened its lines for passenger travel between New 
York City and Albany; 1851. { Great Chicago fire, 1871. 





FRANCIS HAWKSBEE excited the Royal Society with a demonstration of a glass 
globe, in which he created a light—an ancestor of the incandescent lamp; 1709. 





The Railroad Commission of California, to consist of five members appointed by the 
Governor, was created under the provisions of constitutional amendments; 1911. 





The first passenger-carrying vehicle on any railroad, named “Coach Experiment,” 
was placed in service in England; 1825. 





9 Members and guests of the American Gas Association will assemble in Atlantic 
City, N. J., today for the opening of their annual convention, 1930. 





Receivers were appointed for the Union Pacific Railway Company, 1893. 
{ Utility stocks were swept downward in the Wall Street crash, 1929. 








“Tense with fear and excitement,” thirty daring passengers steamed up the Delaware 
from Philadelphia to Burling, N. J., two years before the regular service; 1788. 











The first hydroelectric plant in the U. S. with power to operate 250 16-candle- 
power lamps, was tested at Appleton, Wisc., 1882. 





“The use of money is all the advantage there 
is in having money.” 
—BENJAMIN FRANKLIN 
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Aspiration 


“Too low they build who build beneath o sta 
—You 


SSS SS sre 





